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ABSTRACT 
Service sector analysis is a relatively recent discipline. Academic research on trade 
and investments in the service sectors is far more recent origin than that on 
merchandise goods sectors, which traces its roots to some of the founding fathers of 
the political economy discipline, Adam Smith and David Ricardo. The independent 
service sector research emerged as a separate scholarly branch only by the mid-1980s, 
triggered by the initiation of the Uruguay Round of multinational trade negotiations in 
1986 in which the service sectors were included for the first time. By this time, 
academic trade, investment, and economic integration literature did not treat services 
independently or explicitly assumed that the standard theoretical tools and concepts 
hitherto developed in merchandise trade and investment analysis, such as comparative 
advantage and other theories for the determinants of trade and investment, could be 
directly applied to the service sectors. The services sector has been a major and vital 
force progressively driving growth in the Indian economy for more than a decade. The 
economy has successfully navigated the turbulent years of the recent global economic 
crisis because of the vitality of this sector in the domestic economy and its prominent 
role in India’s external economic interactions. The services sector covers a wide range 
of activities from the most sophisticated information technology (IT) to simple 
services provided by the unorganized sector, such as the services of the barber and 
plumber. National Accounts classification of the services sector incorporates trade, 
hotels & restaurants; transport, storage & communication; financing, insurance, real 
estate & business services; and community, social & personal services. In World 
Trade Organization (WTO) and Reserve Bank of India (RBI) classifications, 
construction is also included. 
Services sector has become important for many economies in the world and very 
important particularly for India. While for the medium and long term, it is important 
to accelerate the growth of industrial sector particularly manufacturing sector to catch 
up with the growth of services sector and maintain a decent and stable growth of 
agricultural sector, which is still subject to the vagaries of nature, in the short and 
even medium term, the sure bet for higher growth of the Indian economy lies in 
further accelerating the growth of the services sector, which can be done with 
considerable ease compared to other sectors. This has evident from the facts and 
figures. The growing remittances in the balance of payments, reflecting the income 
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from India’s labour services abroad, indicates that for a country like India where 
transfers due to labour services are becoming increasingly important, a better 
indicator reflecting national growth and income is the Gross National Disposable 
Income (GNDI) which includes these transfers (besides net factor income from 
abroad).  
India’s growth experience does not seem to follow this theory of stages as the high 
growth and high share of services sector which is a feature of a developed economy 
has been attained by India even before reaching a developed stage. Rather than 
debating on which growth strategy is ideal, it is important to realize that the 
constraints in the industrial and agricultural sectors and the natural advantage of India 
in services sector has led to a services led growth of the economy. While the 
constraints in the other two sectors need to be removed as is being attempted now, 
there is no need to expect the hare to sleep for the tortoise to overtake it. There are 
sectors where a lot of complementarily exists between services & manufacturing 
growth , for example Telecom Services and Telecom equipment manufacturing, 
electronic hardware & software where a hardware-software combination can 
accelerate growth of both hardware and software as suggested in the Medium Term 
Export Strategy (MTES) of the Department of Commerce, healthcare services and 
pharmaceutical sector, shipbuilding along with ship repair & maintenance services 
and shipping where growth is sure with growth in volume of trade, R&D services and 
Pharma & biotech sectors. Identifying and promoting the growth of these sectors with 
considerable backward – forward linkages can help growth of both services and 
manufacturing and some manufacturing sub-sectors can ride piggy back on the 
success of the complementary services to achieve quick growth. Thus the services 
sector has high potential. Till now, we have been focusing mainly on software. We 
have many such niche sectors in services. The recent growth in export of professional 
services is an example of the potential of other services.  
The global economic and financial crisis had a dampening effect on overall FDI 
flows. FDI in services, which accounted for the bulk of the decline in FDI flows due 
to the crisis, continued on its downward path in 2010. FDI in all main service 
industries (business services, finance, transport and communications, and utilities) 
fell, although at different rates. Business services declined by 8 per cent compared to 
pre-crisis levels as multinational companies, who are outsourcing a growing share of 
their business support functions to external providers, downsized their operations due 
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to economic slowdown. Transportation and telecommunication services also suffered 
equally in 2010 as the industry’s restructuring was more or less complete after the 
round of large mergers and acquisition deals before the crisis, particularly in 
developed countries. FDI in the financial industry experienced the sharpest decline 
and is expected to remain sluggish in the medium term. Over the past decade, its 
expansion was instrumental in integrating emerging economies into the global 
financial system, bringing substantial benefits to host countries’ financial systems in 
terms of efficiency and stability. Utilities were also strongly affected by the crisis as 
some investors were forced to reduce investment or even divest due to lower demand 
and accumulated losses. 
 
1. STATEMENT OF PROBLEM 
In the developing countries, economies are shifting from agriculture to manufacturing 
to services. Most developed countries such as the USA, Japan, Germany, and UK 
have followed that route. Even within the BRICS economies, the current developing 
economies such as China, Russia and Brazil have gone through the same route and 
some emerging markets such as India seems to have defined the pattern and pass over 
the manufacturing sectors. The current stress in India is on services that contributes 
more than half of the economic growth. There is a need to tap our full potential in the 
services sector. Services sector growth can also complement growth in manufacturing 
sector. The inflows of FDI show the remarkable growth over the period of time. The 
global stock of Foreign Direct Investment stood at 1228 US$ billion where India is 
accounted for 2.80 per cent of total world FDI in 2013 -14. The foreign direct 
investment (FDI) in India increased from Rs. 409 crore  in 1991-92 to Rs.216711crore 
in 2013-14 where the FDI inflows in  service sector has a contribution of 18.14 per 
cent. The growth of the service sector provides a wide variety of foreign investment 
opportunity in the economy. There was a remarkable contribution of service sector in 
the GDP of the economy as the share of service sector was 59.57 per cent at the end 
of March 2014. There is a need to conduct research to know the growth and trends of 
the foreign direct investment in India, especially by evaluating the performance of 
service sector. There is a need of comprehensive research which provides an 
empirical inter comparative study of service sector with other relevant sector and 
present the future estimation of the FDI inflows in these sectors. Therefore research is 
required to identify the determinants and measures their impact on FDI in service 
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sector. It will help investors, regulators and other participants in better decision 
making.  
 
2. RESEARCH GAP 
The review of literature proves beneficial in identifying the research issues and the 
research gaps.  These research gaps are mainly related with the construction of 
objectives of any study. The comprehensive literature review of earlier studies 
presented and discussed in the next chapter, it is found that there is hardly any 
research conducted in India related to inter-comparative study of FDI inflow 
especially in the context of service sector. The present study is different from earlier 
studies in following ways: 
• The present study focused on the structure of Indian economy and emphasize 
on the performance of agriculture, industry and service sector. 
• The study tries to evaluate the present trends of foreign direct investment and 
it provides an inter-comparative study of foreign direct investment in service 
sector with other relevant sector of India.  
• Apart from t-test, multiple regression levene test and ANOVA, this research 
also applied distinguish statistical technique such as ARIMA model, ACF. 
PACF, Dicky- Fuller Augmented test which was rarely applied in Indian 
context. 
• This research is differ from earlier studies as it present the forecasting of 
foreign direct investment in service sector for next five years and compare 
with the future trends of other relevant sector for the same period.  
• The research covers a relatively long period of recent fourteen years which 
start from April 2000 to March 2014. It is helpful in extracting the accurate 
facts based on analysis. 
 
3. SIGNIFICANCE OF THE STUDY 
Following are the main significance of the study: 
 The study attempts to analyze the important dimensions of service sector FDI 
in India. The study works out the trends and patterns, main determinants and 
investment flows to India. 
 The study covers period of 14 years that is from 2000 to 2014, to assess the 
growth in service sector FDI. 
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 The period under study is important for a variety of reasons. First of all, it was 
during July 1991 India opened its doors to private sector and liberalized its 
economy. Secondly, the experiences of South-East Asian countries by 
liberalizing their economies in 1980s became stars of economic growth and 
development in early 1990s. Thirdly, India’s experience with its first 
generation economic reforms and the country’s economic growth performance 
were considered safe havens for FDI which led to second generation of 
economic reforms in India in first decade of this century. Fourthly, increase in 
competition for service sector FDI inflows particularly among the developing 
nations. 
 The study is important from the view point of the macroeconomic variables 
included in the study as no other study has included the explanatory variables 
which are included in this study.  
 To bring out comparative study between service sector FDI and other sector of 
the economy. 
 The study is appropriate in understanding the role of service sector FDI on 
economic growth in India during the period 2000-2014. 
 Further projection of FDI inflow in the Indian service sector help to discuss 
the trend and implication on Indian economic growth. 
 
4. OBJECTIVES OF THE STUDY 
The study covers the following objectives: 
• To study the contribution of agriculture, industry and service sector in 
economic growth of India. 
• To examine the role of inflows of foreign direct investment in service sector 
with total inflow of foreign direct investment in India during study period.  
• To identify the economic variable such as GDP, AGGDP, Export, Trade 
balance, Trade Openness, Inflation, Exchange Rate, Foreign reserve and 
Wholesale Price Index and evaluate their impact on foreign direct investment 
in service sector. 
• To assess FDI oriented inter-comparative performance of the service sector 
with other relevant sector in India and forecast the inflow of Foreign Direct 
Investment in Service sector and other relevant sector for future five years. 
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5. HYPOTHESES OF THE STUDY 
Hypotheses are the presumption, assumption, supposition and the statement which are 
to be tested in the light of the objectives. The hypotheses are mainly classified into 
null and alternative hypothesis. Null Hypothesis is the negligence of the statement and 
alternative hypothesis are the opposite of null statement. On the basis of objectives, 
following are the testable statement of the research- 
1. H01 : There is no significant impact of Services, Agriculture, Industrial and 
Manufacturing sector on the growth of Indian Economy. 
H11 : There is a significant impact of Services, Agriculture, Industrial and 
Manufacturing sector on the growth of Indian Economy. 
2. H02 : There is no significant impact of Foreign Direct Investment in service 
sector on total FDI inflows in India. 
H12 : There is a significant impact of Foreign Direct Investment in service 
sector on total FDI inflows in India. 
3. H03 : There is no significant relationship of independent variables (GDP, 
AGGDP, EX, TB, TO, INFL, EXR, FER and WPI) with FDI Inflows in the 
Indian service sector.  
H13 : There is a significant relationship of independent variables (GDP, 
AGGDP, EX, TB, TO, INFL, EXR, FER and WPI) with FDI Inflows in the 
Indian service sector.  
4. H04 : There is no significant difference in the FDI inflows in the Indian 
service sector and other relevant sector viz. construction, telecommunication 
and computer software for the actual and projected period under consideration. 
H14 : There is a significant difference in the FDI inflows in the Indian 
service sector and other relevant sector viz. construction, telecommunication 
and computer software for the actual and projected period under consideration. 
 
6. RESEARCH METHODOLOGY 
Research Methodology is an important part of the research. Research methodology 
includes the criteria of variable selection, various tools applied, time frame of the 
study and sources of data in the study for analysis. 
Variables Description and Model Specification 
The macroeconomic indicators of an economy are considered as the major pull factor 
of FDI inflows to a country. The analysis of various theoretical rational and existing 
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literatures provided a base in choosing the right combination of variable that explains 
the variation in the flow of FDI in the country. In order to have the best combination 
of variable for the determination of FDI inflow into India different combination of 
variable where the identified and then estimated. The alternative combinations of 
variables included in the study are in true with the famous specification given by 
United Nation Conference on trade and development (UNCTAD). 
In order to choose the best variable, firstly, the flow major factors which influence the 
flow of FDI into country are independent. The proxy variables representing the 
factors are selected for the purpose of analysis and are shown in table. 
Table 1 Proxy Variables Representing Factors Affecting FDI Inflows 
S.no. Factors Proxy variable 
1 Market Size 
Gross Domestic Product  (GDP) & 
Annual Growth Gross Domestic Product (AGGDP) 
2 Financial liquidity Foreign Reserve 
3 Currency Risk Exchange rate 
4 Economy Stability Inflation, WPI 
5 Government policy Trade openness, Trade balance, Export 
 
Dependents Variable 
1. Services sector Foreign Direct Investment (FDI) Inflows: Foreign direct 
investment means investment by non-resident entity/person resident of outside India 
in the capital of an Indian economy. For the econometric analysis of  service sector 
FDI in India we have taken FDI as dependent variable which is measured by number 
of independent variables  
Independent Variables 
Gross Domestic Product (GDP): GDP acts as a barometer to measure the economic 
health of the economy. If is defined as the monetary value of all the finished goods 
and services produced within a country's borders in a specific time period and it is 
calculated with the help of following equation: (GDP=C+G+I+NX) 
"C" is equal to all private consumption, or consumer spending, in a nation's economy. 
"G" is the sum of government spending. 
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"I" is the sum of all the country's businesses spending on capital. 
"NX" is the nation's total net exports, calculated as total exports minus total imports. 
(NX = Exports - Imports) 
Higher GDP signifies the strong health of the economy and will lead to the flow more 
capital form foreign. Accordingly it is expected to have positive relationship. 
 Annual Growth Rate of GDP (AGGDP): The annual growth rate in GDP measure 
the GDP for each and every year. The annual growth rate in GDP is calculated by: 
AGR = (X2- X1)/ X1.  
Export (EX): The term export means selling and shipping of goods and service out of 
the port of a country. In International Trade, exports is refers to selling goods and 
services produced in the one country (home country) to other country (foreign 
country). It is expected to have positive relationship with the FDI inflow. 
Trade Balance or Balance of Trade (TB): It is the difference between a country's 
exports and imports. Balance of trade is the largest component of a country's balance 
of payments. A country has a trade deficit if it imports more than it exports; the 
opposite scenario is a trade surplus. 
Trade openness (TO): Trade openness refers to the extent to which a country allows 
or has trade with other country. The trade-to-GDP ratio indicator is used to examine 
the trade openness and it is calculated for each country as the simple average (that 
is the mean) of total trade (the sum of exports and imports of goods and services) 
relative to GDP. This ratio is often called the trade openness ratio, although the term 
"openness" may be somewhat misleading, since a low ratio does not necessarily imply 
high (tariff or non-tariff) barriers to foreign trade, but may be due to -factors such as 
size of the economy and geographic remoteness from potential trading partners. More 
open economies generally have greater market opportunities, but may simultaneously 
also face greater competition from businesses from other nations. 
Inflation (INFL): Inflation is defined as the continuous rise in the price of goods and 
services and fall in the purchasing power of money. High rate of inflation in any 
economy signifies the lack of stability in economy and inability of government or 
central bank to control the supply of money in the economy. Accordingly, it is 
expected that if inflation will be more then less FDI will be attracted. 
Exchange Rate (EXR):  Exchange rate is also one of the determinants of FDI inflows 
in service sector.  FDI's have two main motives, if the FDI motive is to serve the host 
country market, then the FDI and service are substitutes; in this case, the appreciation 
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of the host currency attracts the FDI inflows due to higher purchasing power of the 
domestic consumers. On the other hand, if the FDI's objective is for re-export 
purpose, so the FDI and service are complemented, in this case, appreciation of the 
host currency reduces the FDI inflows through lower competitiveness. Thus, the 
depreciation in the host country exchange rate will increase the FDI inflow since it 
reduces the cost of capital investment. 
Foreign Reserves (FER): Availability of foreign reserves is one of the determinants 
of FDI inflow. It exhibit that the sign of economic growth in the countries in which 
adequate foreign reserves are available, and this attract the more inflow of FDI. 
Wholesale Price Index WPI (WPI): The wholesale price index (WPI) is the price of a 
representative basket of wholesale goods. Some country use WPI change as central 
measure of inflation.  
Table 2 Relationships between the Variables 
The following tables show the expected relationship of independent variable with the 
FDI in service sector 
S.No. Variables Symbol Expected Relation with FDI 
1 Gross Domestic Product GDP Positive 
2 Annual Growth Rate of GDP AGRGDP Positive 
3 Export EX Positive 
4 Trade Balance  TB Positive 
5 Trade openness  TO Positive 
6 Inflation INFL Negative 
7 Exchange rate  EXR Negative 
8 Foreign Reserve  FER Positive 
9 Wholesale Price Index WPI WPI Negative 
 
MODEL BUILDING 
SFDIIt =α +β1GDPt + β2AGGDPt + β3EXt + β4TBt+ β5TOt - β6INFLt + β7EXRt + 
β8FERt - β9WPIt +εt  
where,  
• SFDI = Service sector Foreign Direct Investment Inflows measured in  INR 
Crore 
• GDP = Gross Domestic product at constant price (amount in INR Crore)   
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• AGGDP = Annual Growth Rate of Gross Domestic Product  
• EX = Exports (Amount in INR Crore)  
• TB = Trade Balance means Total Exports (Amount in INR Crore) – total 
Imports (Amount in INR Crore)  
• TO = Trade Openness means Sum of Exports + Imports divided by GDP 
{(Ex+Im)/GDP}  
• INFL = Inflation measured in term of percentages of consumer price (annual 
percentage)  
• EXR = Exchange Rate in terms of percentage  
• FER = Foreign Exchange Reserve (Amount in INR Crore)  
• WPI = Wholesale price index annual average  
t = time frame 
Application of Tools and Techniques  
To serve the empirical part of the study, various statistical/econometrics tools have 
been used, which include the followings:  
 Kolmogorov-Smirnov and Shapiro-Wilk Test to test the normally assumption 
of data 
 Augmented Dickey-Fuller Test – to test for the stationarity of data of the 
different variables under consideration  
 ARIMA model is used to project the Inflow of FDI in the Indian service 
sector. 
 Autocorrelation function (ACF) and Partial Autocorrelation (PACF)  
 In addition, t-test, regression and correlation have been used to support the 
results of the present study. 
Independent sample t-test: The Independent samples t-test procedure compares 
means for two groups of cases. For t-test, the observations should be independent, 
random samples from normal distributions with the same population variance.  
Correlation: It quantifies the degree of association between two variables or the 
strength of linear relationship between two variables and also indicates the direction 
of the relationship. The correlation coefficient, r, measure the strength of linear 
relationship. The value of r is between +1 and -1. The values of r close to +1 or -1 
represent a strong linear relation. The value of r close to 0 means that the linear 
association is very weak. It could be that there is No association at all, or the 
relationship is non linear (Tyrrell, 2009, pp. 64).   
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The Forecasting add-on module provides two procedures for accomplishing the tasks 
of creating models and producing forecasts. The Time Series Modeler procedure 
creates models for time series, and produces forecasts. It includes an Expert Modeler 
that automatically determines the best model for each of your time series. For 
experienced analysts who desire a greater degree of control, it also provides tools for 
custom model building. The Apply Time Series Models procedure applies existing 
time series models—created by the Time Series Modeler—to the active dataset. This 
allows to obtain the forecasts for series for which new or revised data are available, 
without rebuilding your models. If there is reason to think that a model has changed, it 
can be rebuilt using the Time Series Modeler. 
The Time Series Modeler procedure estimates exponential smoothing, 
univariate Autoregressive Integrated Moving Average (ARIMA), and multivariate 
ARIMA (or transfer function models) models for time series, and produces forecasts. 
The procedure includes an Expert Modeler that automatically identifies and estimates 
the best-fitting ARIMA or exponential smoothing model for one or more dependent 
variable series, thus eliminating the need to identify an appropriate model through 
trial and error. Alternatively, you can specify a custom ARIMA or exponential 
smoothing model. 
ARIMA Methodology is used in order to predict the value of FDI inflow in India 
for 5 years The E-VIEWS and SPSS as the main statistical software’s for estimation 
purpose have been employed. The projection of Inflow of FDI in India involves 
various stages which are discussed as under: 
 Firstly, the time series are tested for stationary both graphically and with 
formal testing schemes by means of autocorrelation function, partial 
autocorrelation function and using Augmented Dickey-Fuller test of unit root. 
If the original or differenced series comes out to be non stationary some 
appropriate transformations are made for achieving stationary. 
 Secondly, based on BOX –Jenkins methodology appropriate models are 
constructed using FDI Inflow in service sector as dependent Variable and 
GDP, AGGDP, EX, TB, TO, INFL, EXR, FER and WPI independent variables. 
Here the ARIMA order is determined by Autocorrelation function (ACF) and 
Partial Autocorrelation (PACF) plots and accordingly different model are run 
to get best fitted model.   
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 Finally, forecasting performance of the various type of ARIMA models would 
be compare by computing statistics like, Stationary R square, R- square, Root 
mean Square Error (RMSE), Mean Absolute Percentage Error (MAPE), Mean 
Absolute Error (MAE), Maximum Absolute Percentage Error (MaxAPE), 
Maximum Absolute Error (MaxAE) and Bayesian information criterion (BIC) 
and accordingly the best fitted model is used for forecasting the FDI inflow in 
India. 
In ARIMA model, first of all we check the Stationary of the Series. So in order to 
check this different types of unit root test are available. Unit Root Test helps us to test 
whether a time series is stationary or non-stationary. A well-known test which is valid 
in large sample is the Augmented Dickey-Fuller test.  Augmented Dickey-Fuller test:  
In Statistics and econometrics, An augmented Dickey – Fuller test is a test for a unit 
root in a time series sample. An augmented   Dickey – fuller test is a version of the 
Dickey – Fuller test for a large and more complicated set of time series. The 
augmented Dickey – Fuller (ADF) Statistics, used in the test, is a negative number. 
The more negative it is, the strong the rejection of the hypothesis that there is a Unit 
root at some hypothesis that there is a Unit root at some level of significance.  
Time Period of Study 
In order to analysis the trend of FDI in service sector and for the purpose of testing 
the hypothesis period of Fourteen Years has been taken (From 2000-01 to 2013-14). 
Study also covered the five year period (From 2015-16 to 2019-20) for Projection of 
FDI inflow in the Indian service sector. 
Sources of Data 
The study has been carried out by exploiting the secondary sources of data. To serve 
the purpose of the study, that is to carry out a comparative analysis of service sector 
FDI and the impact of Services sector on Indian economy, the data has been collected 
from the various sources: 
 Journals, Periodicals and Magazines 
 Reports and publications of national and international institutions  
 SIA News Letters  
 Business and Financial dailies. 
 Text Books and Reference Books related to the subject. 
 Websites of Department of  Industrial Policy & Promotion  
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7. LIMITATIONS OF THE STUDY 
Research being never ending process makes ground for further researchers. 
Obviously, all studies have their own limitations and this study is no exception as 
such. Despite its theoretical and practical relevance, the study does suffer from 
limitations. These limitations are as: 
 The data is taken from the secondary information therefore errors of secondary 
sources bound to be occurred. 
 The study period has been taken from 2000-01 to 2013-14. The data has been 
taken from authentic sources however inferences of the study are widely 
depends upon authenticity of data.   
 The study is confined to India only and with some selected years while the 
inclusion of other developing countries under the purview of the study may 
influence the results.  
 Though utmost care has been taken while selecting the variables having 
relationship with inflows of FDI in the Indian service sector but still the 
inclusion of some other variables may influence the results. 
 The study is entirely based on the use of secondary data, while the inclusion of 
domestic and non-domestic investors’ perception regarding various variables 
and their relationship with FDI may give more appropriate findings. 
 
8. PLAN OF THE STUDY 
The chapters of the study have been classified as under: The first chapter deals with 
the introductory background of the study. It covers the statement of problem, research 
gap, objectives of the study and hypotheses to achieve these objectives, research 
methodology adopted for the study, statistical tools and techniques applied, 
significance of the study and outline of the organisation of the study.  
The second chapter discussed the review of literature which helped to find the 
research gap on the basis of which objective of the study have been set out and 
hypotheses have been framed to achieve these objectives.  
The third chapter deals with the FDI inflow in India which covers the components of 
the FDI, mode of FDI entry, routes of inward flow of FDI and describes the trends of 
FDI inflow in India. It also covers the different policy phases of foreign capital in 
India.  
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The fourth chapter provides the analysis and interpretation of FDI inflow in service 
sector. It covers the performance analysis of agriculture, industry, manufacturing and 
service sector. It provides an inter-comparative study of foreign direct investment in 
service sector with other relevant sectors of India. It also covers the forecasting of 
FDI in service sector with other relevant sectors. 
The fifth chapter and the last chapter reveals the major findings of the study on the 
basis of the results of the data analysed and interpreted. On the basis of these findings, 
specific suggestions have been given. These suggestions will be helpful to the policy 
makers. A conclusion has also been drawn in the light of the findings. The directions 
for the future research have also been given.  
 
9. FINDINGS OF THE STUDY 
The findings are based on detailed investigation of the research problem and the 
analysis of the data. The major findings of the research are:  
 In 1991, the contribution of service sector in GDP was 43.69 % and it has been 
raised to 59.57 % at the end of 2013-14. This increment in service sector has 
attracted foreign investors to invest in Indian service sector as a result of which 
the FDI in service sector has gone up. 
 Among the sectors, services sector received the highest percentage of FDI inflows 
in 2014. Other major sectors receiving the large inflows of FDI apart from 
services sector are Computer Software & Hardware, telecommunications, Housing 
& Real Estate and Construction activities. It is found that nearly 43 percent of FDI 
inflows are in high priority areas like services, transportations, 
telecommunications. 
 FDI is taken as dependent variable and Service sector as independent variable. 
The value of correlation shows the perfect positive relationship between the 
dependent and independent variable and 100 percent change in Indian service 
sector FDI inflows is caused by total FDI inflows in India. As the p-value in the 
regression is found to be 0.00 which is less than 0.05 at 5 per cent level of 
significance, it can be concluded that model is perfectly fit to predict the variable. 
Accordingly, the null hypothesis which states that there is no significant 
relationship of Indian service sector FDI inflows with total FDI inflows in India is 
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rejected. In other words, significant relationship exists between the Indian service 
sector FDI inflows with total FDI. 
 A very high and positive correlation found between the dependent variable (FDIS) 
and independent variable (FER, WPI, EXR, INFL, AGGDP, TB, EX, GDP, 
TRO). The R value (.994) represents the multiple correlations between the 
dependent variable and independent variable which is found to be. The R square 
(.987) is also called as coefficient of multiple determination showed 98.7 per cent 
variations in the dependent variable (FDIS) is explained by independent variable 
(FER, WPI, EXR, INFL, AGGDP, TB, EX, GDP, TRO). Besides this, the p-value 
is .002 which is less than 0.05 hence our null hypothesis which states that there is 
no significant relationship of independent variables (GDP, AGGDP, EX, TB, TO, 
INFL, EXR, WPI and FER) with FDI Inflows in the Indian service sector is 
rejected. 
 The results of ADF test at level provided that the null hypothesis is rejected in 
case of FDI in construction, FDI in telecommunication, AGGDP, EX and TO, 
meaning that these series are stationary at level, whereas for other series the 
differencing is required. ADF test at First difference provided that the null 
hypothesis is rejected in case of FDI in service sector, FDI in computer, GDP, 
WPI, and FER, meaning that these series are stationary at first differencing, 
whereas for other series second differencing is required. Further, after second 
differencing rest of the series are found to be stationary.  
 For the projection of FDI Inflows in the Indian Service sector, FDI Inflows in 
Construction, telecommunication and computer. The ACF and PACF plots are 
constructed. On the basis of results and also by hit and trail the following orders to 
ARIMA model are selected and analysis run by using SPSS: ARIMA (0,1,0); 
ARIMA (1,1,0); ARIMA (1,0,0) and ARIMA (1,1,1).  
 The high value of R-Square and lower value of BIC, MAPE, RMSE are preferable 
and the results provided that ARIMA (1,0,0), model is assumed as best model and 
used to predict value of FDI inflows in the Indian service sector. The model is 
adequate in the sense that the graphs of residuals of ACF and PACF shows a 
random variation from the origin zero to the points above and below and all are 
uneven. Hence the model is adequate and now we can go for projection of FDI 
inflows in the Indian service sector. Accordingly, the prediction of FDI inflows in 
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Indian service sector for the forthcoming five years shows the mixed trend for the 
projection period under consideration. 
 Further for the projection of FDI inflows in the various components of service 
sector viz. construction, telecommunication and computer, the process mentioned 
in the above two points is repeated. On the basis of selection criteria of the model 
the high value of R-Square and lower value of BIC, MAPE, RMSE are preferable 
and the same is found in ARIMA (1,0,0) in all the respective components of 
service sector viz construction, telecommunication and computer. Hence, it is 
assumed as best model used to predict value of FDI inflows in construction, 
telecommunication and computer component of the service sector. The model is 
also adequate in the sense that the graphs of residuals of ACF and PACF shows a 
random variation from the origin zero to the points above and below and all are 
uneven. Accordingly, the projected values provided that there is increasing trend 
in the construction component, whereas, mixed trend is found in 
telecommunication and computer component of the service sector. 
 In the inter-comparative study of FDI in Indian service sector, various components 
of it like, construction, telecommunication, and computer are considered. Further 
the hypothesis formulated and tested with the help of independent sample t-test. In 
this the value of Levene’s test indicated by the p-value, helps us to assume equal 
or unequal variances. If the of p-value is < 0.05 the evidence suggests that the 
variances are unequal. Here the value of Levine’s test for equal variance yield the 
p-value is .008, .006 and .000 which is less than 0.05 meaning that the variance 
are assumed to be unequal in all the three cases viz. construction, 
telecommunication and computer.  
 Further, the p-value in case of unequal variance is .022, .004 and .000 which is 
less than .05. Hence the null hypothesis which states that there is no significant 
difference in the FDI inflows in the Indian service sector and its components viz. 
construction, telecommunication and computer (for the actual and projected 
period under consideration) is rejected. In other words, there is significant 
difference in the FDI inflows in the Indian service sector and its components viz. 
construction, telecommunication and computer (for the actual and projected 
period under consideration).  
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Summary of Hypotheses Testing 
S.No. Hypotheses 
Research Technique 
Inferences 
P value Result 
1 
 
H0: There is no significant impact of Service, 
Agriculture, Industry and Manufacturing sector on 
the growth of Indian Economy. 
H1: There is a significant impact of Service, 
Agriculture, Industry and Manufacturing sector on 
the growth of Indian Economy. 
Multiple Regression 
AGR: 0.00 Significant 
IND: 0.027 Significant 
SER: 0.00 Significant 
MANU: 0.11 Insignificant 
2 
 
H0: There is no significant impact of Foreign 
Direct Investment in service sector on total FDI 
inflows in India.  Simple Linear 
Regression 
 
SFDI : 0.000 
 
 
 
Significant H1: There is a significant impact of Foreign Direct 
Investment in service sector on total FDI inflows in 
India 
3 
 
H0: There is no significant relationship of 
independent variables (GDP, AGGDP, EX, TB, TO, 
INFL, EXR, WPI and FER) with FDI Inflows in the 
Indian service sector. 
 
H1: There is a significant relationship of 
independent variables (GDP, AGGDP, EX, TB, TO, 
INFL, EXR, WPI and FER) with FDI Inflows in the 
Indian service sector. 
 
Multiple Regression 
GDP: 0.049 Significant 
AGGDP: 0.897 Insignificant 
EX: 0.039 Significant 
TB: 0.007 Significant 
TO: 0.167 Insignificant 
INFL: 0.034 Significant 
EXE: 0.005 Significant 
WPI: 0.29 Significant 
FER: 0.020 Significant 
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S.No. Hypotheses 
Research Technique 
Inferences 
P value Result 
4 
 
H0: There is no significant difference in the FDI 
inflows in the Indian service sector and other 
relevant sector viz. construction, 
telecommunication and computer software for the 
actual and projected period under consideration. 
 
H1: There is significant difference in the FDI 
inflows in the Indian service sector and other 
relevant sector viz. construction, 
telecommunication and computer software for the 
actual and projected period under consideration. 
ARIMA & 
Independent Sample t-
test 
CONS: 0.022 Significant 
TELE: 0.004 Significant 
COMP: 0.000 Significant 
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10. SUGGESTIONS 
Service sector FDI as a strategic component of investment which is needed by India for its 
sustained economic growth and development. Service sector FDI is necessary for creation of 
jobs, expansion of existing export and other service industries and development of the new 
one. Indeed, it is also needed in the healthcare, education, R&D, infrastructure, retailing and 
in long term financial projects. So study recommends the following suggestions: 
 The fast increasing competition due LPG has provided with the growth of the fittest 
country only, which can be ensured by capital formation either with the help of domestic 
capital or with foreign capital. Accordingly, for the Indian economic growth more capital 
in the form of FDI in the service sector is required. 
 The benefit of FDI is perhaps the key source that can mitigate any developing nation 
requirements which includes: creation of jobs, transformation of local economy into an 
export led zero capital cost, brings expertise, more exports which will ensure free access 
to Global market. Accordingly, the study urges the policy makers to focus more on 
attracting diverse types of FDI in the Indian service sector. 
 The policy makers should design policies where foreign investment can be utilized as 
means of enhancing domestic production, saving and exports; as medium of technological 
learning and technology diffusion and also in providing access to the external market. 
 It is suggested that Government has considered a two-rate structure for the goods and 
service tax(GST), under which key services will be taxed at a lower rate compared to the 
standard rate, which will help to increase in the growth the service sector. 
 It is recommended that, the Government has to enhance the basic rural infrastructural 
facility which will increase the operation area of service sector in villages that are still 
unconnected. 
 It is suggested that the tax structure should be design in such way which provide tax 
benefits for transactions made electronically through credit/debit cards, mobile wallets, 
net banking and other means, which will broaden the scope of financial system and area 
of service sector. 
 The Reserve Bank of India (RBI) has allowed third-party white label automated teller 
machines (ATM) to accept international cards, including international prepaid cards, and 
has also allowed white label ATMs to tie up with any commercial bank for cash supply. 
 It is suggested that government should push for the speedy improvement of infrastructure 
sector’s requirements which are important for diversification of business activities. The 
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government should provide additional incentives to foreign investors in states where the 
level of FDI inflows is quite low. 
 Government must target at attracting specific types of FDI that are able to generate 
spillover effects in the overall economy. This could be achieved by investing in hum 
capital, R&D activities, environmental issue, infrastructure and sector with high income 
elasticity of demand. 
 Finally it is suggested that the policy makers should ensure optimum utilization of funds 
and timely implementation of projects. 
 
11. SCOPE FOR FURTHER RESEARCH 
Further research may be carried out to cover the following areas: 
 Perception of domestic and non-domestic investors’ concerning various variables and 
their relationship with FDI inflow in the Indian service sector can be studied.  
 A comprehensive econometric analysis of FDI in India along with other developed, 
developing and under developing nations can be undertaken.  
 The study could be extended to the various other sectors, which is not covered by the 
researcher like automobile industry, power sector, computer software & hardware, 
defence. 
 This research is based on the inter comparative study of FDI in Indian service sector 
however a research can be conducted on intra comparative study of service sector 
where within service sector component can be taken into consideration. 
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1.1 INTRODUCTION 
The most outstanding developments during the last twenty years is the magnificent 
enlargement of Foreign Direct Investment (FDI) in the international financial 
background. This surprising growth of global FDI in 1990 around the world has made 
FDI a significant and crucial element of development strategy in both developed and 
developing nations and the policies have been designed in order to stimulate inward 
flows. In fact, FDI offers a gaining position to both the host and the home countries. 
Both the countries are directly interested in inviting FDI because they benefit a lot 
from such type of investment. The ‗home‘ countries want to take the advantage of the 
vast markets opened by industrial growth. On the other hand the ‗host‘ countries want 
to acquire technological and managerial skills and supplement domestic savings and 
foreign exchange. Moreover, the scarcity of all types of resources viz. financial, 
capital, entrepreneurship, technological know- how, skills and practices, access to the 
markets abroad in their economic development. The developing nations have accepted 
FDI as a sole visible panacea for all their scarcities. Further, the integration of global 
financial markets paved ways to this explosive growth of FDI around the globe. 
 
1.2 BACKGROUND OF FOREIGN DIRECT INVESTMENT  
The historical background of FDI in India can be traced back with the establishment 
of East India Company of Britain. British capital came to India during the colonial era 
of Britain in India. However, the researchers could not portray the complete history of 
FDI pouring in India due to lack of abundant and authentic data. Before independence 
major amount of FDI came from the British companies. British companies established 
their units in mining sector and particularly in those sectors that suit were their own 
economic and business interests. After Second World War, Japanese companies 
entered Indian market and enhanced their trade with India, yet United Kingdom (U.K) 
remained the most dominant investor in India. 
Further, after Independence issues relating to foreign capital and operations of Multi 
National Corporations (MNCs) gained attention of the policy makers. Keeping in 
mind the national interests the policy makers designed the FDI policy which aims FDI 
as a medium for acquiring advanced technology and to mobilize foreign exchange 
resources. The first Prime Minister (Mr. Jawaharlal Nehru) of India considered 
foreign investment as ―necessary‖ not only to supplement domestic capital but also to 
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secure scientific, technical and industrial knowledge and capital equipments. 
Afterwards political regimes there have been changes in the FDI policy as per 
economic and political regimes. 
The industrial policy of 1965, allowed MNCs to venture through technical 
collaboration in India. However, the country faced two severe crisis in the form of 
foreign exchange and financial resource mobilization during the second five year plan 
(1956 -61). Therefore, the government adopted a liberal attitude by allowing more 
frequent equity participation to foreign enterprises and to accept equity capital in 
technical collaborations. The government also provides many incentives such as tax 
concessions, simplification of licensing procedures and de- reserving some industries 
such as drugs, aluminum, heavy electrical equipments, fertilizers, etc in order to 
further boost the FDI inflows in the country. This liberal attitude of government 
towards foreign capital lures investors from other advanced countries like USA, Japan 
and Germany, etc. But due to significant outflow of foreign reserves in the form of 
remittances of dividends, profits, royalties etc, the government had to adopt stringent 
foreign policy in 1970s. During this period the government adopted a selective and 
highly restrictive foreign policy as far as foreign capital, type of FDI and ownerships 
of foreign companies were concerned.  
Government constituted Foreign Investment Board and enacted Foreign Exchange 
Regulation Act, 1973 in order to regulate the flow of foreign capital and FDI flow to 
India. The soaring oil prices resulted continuously reduced exports and During 1980s 
deterioration in Balance of Payment position forced the government to make 
necessary changes in the foreign investment policy. During this period, the 
government encouraged FDI by allowing MNCs to operate in India.  
This resulted in the partial liberalization of the Indian Economy. The government 
introduced reforms in the industrial sector, aimed at increasing competency, 
efficiency and growth in industry through a stable, pragmatic and non-discriminatory 
policy for FDI flow. 
In the early nineties, Indian economy faced severe Balance of Payment (BOP) crisis 
and Exports began to experience serious difficulties. There was a marked increase in 
petroleum prices due to the gulf war. The crippling external debts were weakening the 
economy. India was left with that much amount of foreign exchange reserves which 
could finance its three weeks of imports. The out flowing of foreign currency which 
was deposited by the Indian NRI‘s gave a further jolt to Indian economy. The overall 
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Balance of Payment reached at Rs. (4471) crores and Inflation reached at its highest 
level of 13 per cent. 
Foreign reserves of the country stood at Rs.11416 crores. The continued political 
uncertainty in the country during this period added further to worsen the situation. As 
a result, India‘s credit rating fell in the international market for both short- term and 
long-term borrowing. All these developments put the economy at that time on the 
verge of default in respect of external payments liability. In that critical face of Indian 
economy, India introduced the macro – economic stabilization and structural 
adjustment program with the help of World Bank and International Monetary Fund 
(IMF). As a result of these reforms India opened its door to FDI inflows and adopted 
a more liberal foreign policy in order to restore the confidence of foreign investors.  
Further, under the new foreign investment policy, Government of India constituted 
Foreign Investment Promotion Board (FIPB) whose main function was to invite and 
facilitate foreign investment through single window system from the Prime Minister‘s 
Office. The foreign equity Cap was raised to 51 per cent for the existing companies 
and the Government allowed the use of foreign brand names for domestically 
produced products which were restricted earlier. India also became the member of 
Multilateral Investment Guarantee Agency (MIGA) for protection of foreign 
investments. Government lifted restrictions on the operations of MNCs by revising 
the Foreign Exchange Regulation Act (FERA), 1973. New industrial sectors such as 
mining, banking, telecommunications, highway construction and management were 
opened to foreign investors as well as to private sector. 
 
1.3 THEORIES OF FOREIGN DIRECT INVESTMENT  
The theories relating to the determinants of FDI can be grouped in two parts. 
According to the assumption made regarding the market structure: first classification 
assuming the perfect market and second classification of theories assuming the 
imperfect market.  
1.3.1 Theories Assuming Perfect Markets 
Differential Rates of Return 
In this approach, it is argued that Foreign Direct Investment is the result of capital 
flowing from countries with low rates of return to countries with high rates of return. 
This proposition follows from the idea in evaluating their investment decisions. Firms 
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equate expected marginal returns which are higher abroad than at home, the marginal 
cost of capital is the same for both types of investment and there is an incentive to 
invest abroad rather than at home. This theory gained wide acceptance in the late 
1950s when United States (U.S.) Foreign Direct Investment in manufacturing sector 
in Europe increased sharply. At that time, after tax rates of return of U.S. subsidiaries 
in manufacturing sector were consistently above the rate of return on U.S. domestic 
manufacturing. However this relationship proved to be unstable. During the 1960s, U. 
S. Foreign Direct Investment in Europe continued to rise, although rates of return for 
U.S. subsidiaries in Europe were below the rates of return on domestic manufacturing 
(Hatbauer 1975). There are certain aspects of Foreign Direct Investment  which 
cannot be explained by this  theory. Since this theory postulates that capital flows 
from countries with low rates of return to countries with high rates of return, it 
assumes implicitly that there is a single rate of return across activities within a 
country. Therefore this theory is not consistent with some countries experiencing 
simultaneously inflows and outflows of Foreign Direct Investment. Similarly it cannot 
account for the uneven distribution of Foreign Direct Investment among different 
types of industries. These considerations as well as the weak empirical results suggest 
that the differential rate of return theory does not satisfactorily explain the 
determinants of Foreign Direct Investment flows. 
Portfolio Diversification 
Since expected returns do not appear to provide an adequate explanation of Foreign 
Direct Investment . A next attention is focused on the role of risk. In choosing among 
the various available projects, a firm is presumably guided by both expected returns 
and the possibility of reducing risk. Since the returns of activities in different 
countries are likely to have less than the perfect correlation. A firm reduces its overall 
risk by undertaking projects in more than one country. Foreign Direct Investment can 
be viewed as international portfolio diversification at the corporate level. Various 
attempts to test this theory have been made. One approach is to explain the share of 
Foreign Direct Investment going to a group of countries by relating it to the average 
return on those investments and to the risk associated with those investments as 
measured by the variance of average returns. A variant of this procedure was to 
estimate first the optimal geographical distribution of assets of multinational firms 
based on portfolio considerations and then to assume that firms gradually adjust their 
flow of Foreign Direct Investment  to obtain optimal distribution. Another line of 
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inquiry is to ascertain whether large firms with more extensive foreign activities show 
smaller fluctuations in global profits and sales. 
The portfolio diversification theory is an improvement over the differential rates of 
return theory in the sense that. By including the risk factor, it can account for 
countries experiencing simultaneously inflows and outflows of Foreign Direct 
Investment. However it cannot account for the observed differences in the 
propensities of different industries to invest abroad. In other words, it does not explain 
why Foreign Direct Investment is more concentrated in some industries than in others.  
A more fundamental criticism of this theory has been the argument that in a perfect 
capital market, there is no reason to have firms diversifying activities just to reduce 
the risk for their stockholders. If individual investors want reduced risk, they can 
obtain it directly by diversifying their individual portfolios. This criticism implies that 
for diversification motive to have any explanatory power for Foreign Direct 
Investment, the assumption of perfect capital markets must be dropped. 
1.3.2 Theories Based on Imperfect Markets 
The theories outlined in the previous section did not make any specific assumption 
about market imperfections or market failures. Hymer (1976) was perhaps the first 
analyst to point out that the structure of the markets and the specific characteristic of 
firms should play key role in explaining Foreign Direct Investment . The role of these 
factors has been analyzed in both static context, which focuses on issues associated 
with industrial organization and the internalization of decisions and in dynamic 
framework which highlights oligopolistic rivalry and product cycle considerations.  
Industrial Organization 
Hymer (1976) has argued that the very existence of multinational firms rested on 
market imperfections. Two types of market imperfection were of particular 
importance: structural imperfections and transaction-cost imperfections. Structural 
imperfections which held the multinational firm to increase its market power, arose 
from economies of scale, advantages of knowledge, distribution networks, product 
diversification and credit advantages. Transaction costs, on the other hand, made it 
profitable for the multinational firm to substitute an internal "market" for external 
transactions.  
Internalization 
This hypothesis explains the existence of Foreign Direct Investment as the result of 
firms replacing market transactions with internal transactions. Thus, it is seen as a 
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way of avoiding imperfections in the markets for intermediate inputs (Buckley & 
Casson 1976). Modern businesses conduct many activities in addition to the routine 
production of goods and services. All these activities including marketing, research 
and development and training of labor are interdependent and are related through 
flows of intermediate products mostly in the form of knowledge and expertise. 
However market imperfections make it difficult to price some types of intermediate 
products. For example it is often hard to design and enforce contractual arrangements 
that prevent someone who has purchased or leased a technology (such as computer 
software program) from passing it on to others without the knowledge of the original 
producer. This problem provides an incentive to bypass the market and keep the use 
of the technology within the firm. This produces an incentive for the creation of intra-
firm markets. The internalization theory of Foreign Direct Investment  is intimately 
related to the theory of the firm. The question of why firms exist was first raised by 
Coase (1937). He argued that the firm's internal procedures with certain transaction 
costs are better suited than the market to organize transactions. These transaction 
costs arose when strategic or opportunistic behavior is present among agents to an 
exchange, the commodities or services traded are ambiguously defined and 
contractual obligations extend in time.  
When these three conditions are present, enforcement and monitoring costs may 
become prohibitive. Under these circumstances, the firm opts to internalize those 
transactions. 
The main feature of this approach is treating markets on the one hand, and firms on 
the other, as alternative modes of organizing production. It is the internalization of 
markets across national boundaries that gives rise to the international enterprise and 
thus to Foreign Direct Investment. This process continues until the benefits from 
further internalization are outweighed by the costs. As indicated by Agarwal (1980), 
the benefits include avoidance of time lags, bargaining and buyer uncertainty, 
minimization of the impact of government intervention through transfer pricing and 
the ability to use discriminatory pricing. The costs of internalization include 
administrative and communication expenses. The difficulties in formulating 
appropriate tests for the internalization theory were examined further by 
Buckley(1976). He argued that the general theory couldn't be tested directly, rather it 
could he sharpened to obtain relevant testable implications. Since much of the 
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argument rests on the incidence of costs in external and internal markets, the 
specification and measurement of those costs is crucial for any test. 
All Eclectic Approach 
Dunning (1977, 1979, and 1988) has developed an eclectic approach by integrating 
three strands of literature on foreign direct investment: the industrial organization 
theory, the internalization theory and the location theory. The foreign direct 
investment to take place, the firm must have ownership and internalization 
advantages, and a foreign country must have locational advantages over the firm's 
home country. Dunning further divides these advantages into three groups. They are: 
(a) Ownership advantages, (b) Location advantages, and (c) Internalization 
advantages. 
These three advantages constitute the famous OLI model of Dunning. Here, 
ownership advantages consist of: 
 Benefits the firm can obtain from its Size, monopoly power and better 
resource capacity and usages; and 
 Benefits derived from the enterprise's ability of operation and management 
(such as know-how, organizational and marketing systems). There are two 
types of location advantages. The first type accrues from attractions special 
location advantages provided by the host country, such as cheaper labor forces 
market for the product and the government's preferential policies. The second 
one is generated from the limitations of the home. The investors are forced to 
decide on direct investment abroad because they suffer from disadvantages in 
their own countries such as a small market for their products, lack of raw 
materials and higher production costs. 
Internalization advantages refer to the benefits that the firm can secure by using its 
ownership advantages internally, between the parent company and its subsidiaries. It 
decides the firm's selection of FDI location or destination. It implies that countries 
with low labor costs and/or natural resources tend to have an above average inward 
investment because of their locational attractions, while rich industrialized countries 
have an above average outward direct investment, because their factor endowments 
favor mobile ownership advantages (Dunning1988). 
The eclectic approach postulates that all foreign direct investment can be explained by 
reference to the above conditions. Dunning used this approach to suggest reasons for 
differences in the industrial pattern of the outward direct investment of five developed 
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countries and to evaluate the significance of ownership and location variables in 
explaining the industrial pattern and geographical distribution of the sales of U.S. 
affiliates in 14 manufacturing industries in seven countries.  
Dunning claims that all forms of international production by all countries can be 
explained by his eclectic paradigm. However, a single theory is unable to explain all 
the characteristics of FDI. For example, this model can explain neither the case of 
some developed countries that are heavily involved in both inward and outward FDI 
and the fact that it is the developed countries not the developing countries which have 
the largest share of inward FDI. In addition, the macro-economic effects of FDI are 
largely ignored and there is no thorough integration of some macro-economic issues 
and the theory of FDI. These macro-economic issues or effects may cover the political 
complexities in the MMEs' activities. moreover, it is arguable that if ownership 
advantages playa necessary role in determine the firm's investment, internalization 
explains why firms exist in the absence of such advantages (Buckley and Casson 
1976) and firms in some developing countries without ownership advantages actively 
accept FDI. 
Product Cycle 
This hypothesis, developed by Vernon (1966), was mainly intended to explain the 
expansion of U.S. multinational firms after World War II.  
Innovation can be stimulated by the need to respond to more intense competition or to 
the perception of a new profit opportunity. The new product is developed and 
produced locally both because it is designed to satisfy the local demand and because it 
will facilitates the efficient coordination between research, development and 
production units. Once the first production unit is established in the home market, any 
demand that may create in a foreign market would ordinarily be satisfied by exports. 
However, rival producers eventually emerge in foreign markets, since they can 
produce more cheaply (owing to lower distribution costs) than the original innovator. 
At this stage, the innovator is compelled to examine the possibility of setting up a 
production unit in the foreign location. If the conditions are considered favorable, the 
innovator engages in foreign direct investment. Finally, when the product is 
standardized and its production technique is no longer an exclusive possession of the 
innovator, he may decide to invest in developing countries to obtain some cost 
advantages, such as cheaper labor. The explanatory power of the product-cycle 
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hypothesis has declined considerably as a result of changes in the international 
environment.  
Oligopolistic Reaction 
Knickerbocker (1973) states that in an oligopolistic environment, foreign direct 
investment by one firm would trigger similar investments by other leading firms in 
the industry to maintain their market shares. Using data from a large number of U.S. 
multinational firms, he calculated an entry concentration index for each industry 
which showed the extent to which subsidiaries' entry dates were bunched in time. As 
indicated in Hafbauer (1975), the entry concentration index positively correlated with 
the U.S. industry concentration index. It implies that an increased industrial 
concentration caused increased reaction by competitors to reduce the possibility of 
one rival gaining a significant cost or marketing advantage over the others. The entry 
concentration index was also positively correlated with market size, implying that the 
reaction was stronger, the larger the market at stake. The entry concentration index 
was negatively correlated with the product diversity of the multinational firms and 
with their expenditure on research and development. This suggested that the reaction 
of firms was less intense if they had a variety of investment opportunities, or if their 
relative positions depended on technological considerations.  
1.3.3. Other Theories of Foreign Direct Investment 
Currency Area 
Investors are less concerned with this exchange risk when a firm owns the income 
stream from a strong currency country than when owned by a firm from a weak 
currency country. Alternatively, investors might take into account exchange risk for a 
strong currency firm only if substantial portions of its earnings were firm foreign 
sources. 
For any of these reasons, an income stream is capitalized at a higher rate by the 
market (has a higher price) when a strong currency firm than when owned by a weak 
currency firm owns it.  
Diversification with Barriers to international Capital Flows 
As noted earlier, there is no reason for firms to carry out diversification activities for 
their stockholders in perfect capital markets, since any desired diversification can be 
obtained   directly by individual investors. Agmon and Lessard (1977) have argued 
that for international diversification to be carried out through corporations, two 
conditions must be satisfied. Firstly, barriers or costs to portfolio flows must exist that 
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are greater than those to foreign direct investment. Secondly, investors must recognize 
that multinational firms provide a diversification opportunity that is otherwise not 
available. They postulate a simple model in which the rate of return of a security is a 
function both of a domestic market factor and of a rest-of-the world market factor by 
assuming the first condition.  
They tested the proposition that securities prices of firms with relatively large 
international operations were more closely related to the rest-of-the-world market 
factor and less to the domestic market factors than shares of firms that were 
essentially domestic. They obtained favorable results for a sample of data applying to 
U.S. firms.  However, as noted by Agmon and Lessard (1981), these results were 
consistent with the second condition mentioned above but did not support a fully 
developed theoretical model. 
The Kojima Hypothesis  
The Kojima Hypothesis (1973, 1975, 1985) was concerned with explaining the FDI 
outflows from Japan. He mentions that the inability of the domestic firms in Japan 
compelled them to invest overseas. These firms were competing away by the more 
efficient local firm in the home country as a result of which the weaker firms find 
their way in some overseas countries. However, this hypothesis could not explain the 
expansion of business activities by the domestically competent firm overseas.  The 
above discussion reveals the fact that there are various theories and hypotheses, which 
emphasize different microeconomic and macroeconomic factors that are likely to 
affect the flow of FDI. While most of those have some empirical support, no single 
hypothesis is sufficiently supported to cause the others to be rejected. Theories 
derived from industrial organization approach have probably gained the widest 
acceptance. They seem to provide a better explanation for cross-country, intra-
industry investment and for the uneven concentration of foreign direct investment 
across industries than do alternative models. However, in a broader prospective, the 
OLI paradigm of Dunning has been widely accepted by those researchers who try to 
explain the determinants of the FDI flows. The present study tries to develop over the 
OLI paradigm and introduce some firm specific variable like LPR in the theoretical 
framework for the determinants of FDI. 
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1.4 INTERNATIONAL SCENARIO OF FOREIGN DIRECT 
INVESTMENT 
Foreign Direct Investment is one of the most important indicators to evaluate the 
economic growth of any country. In this section, the main emphasis is given to growth 
and trends of foreign direct investment in world, regional wise FDI during the study 
period and inters comparison of FDI between the countries.  
Table-1.1 Growth rate of Global GDP Trade, Employment and FDI 
 (Figures in per cent) 
Variable/ Year 2010 2011 2012 2013 2014 
GDP 4.1 2.9 2.4 2.5 2.6 
Trade 12.6 6.8 2.8 3.5 3.4 
GFCF 5.7 5.5 3.9 3.2 2.9 
Employment 1.2 1.4 1.4 1.4 1.3 
FDI 11.9 17.7 -10.3 4.6 -16.3 
Source: UNCTAD, FDI/MNE database for in FDI in 2008-2014, UN (2015) for GDP, IMF (2015) for 
GCFC and trade, ILO for employment and UNCTAD estimates for FDI statistics.  
 
Table 1.1 represent the growth rate of global Gross Domestic Product, Trade, 
Employment and Foreign Direct Investment from 2010 to 2014. It can be clearly 
observed that growth rate of GDP was highest in 2010 and declined from 4.1 per cent 
to 2.9 per cent in next year. GDP remained constant in later years. Similar kind of 
pattern was observed in trade and Gross Fixed Capital Formation (GFCF) which was 
stood at 3.4 and 2.9 per cent in 2014. Growth in world Employment ranged between 
1.2 per cent to 1.4 per cent. As far as FDI was concern, the growth rate of world FDI 
was 11.9 per cent in 2010 and then increase to 17.7 per cent in the very next year. Due 
to Euro crisis, a negative figure of (10.3) per cent was recorded in 2012. In 2013, 
there was a positive trend of growth for world FDI but at the end of 2014, again world 
FDI was shown in negative figure i.e. (16.3) per cent.      
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Figure-1.1 World Foreign Direct Investment from 1991- 2014 
(Figures are in millions US$)  
 
Source: Compiled from various UNCTAD Report. 
 
Figure 1.1 depicts the trend of worldwide foreign direct investment from 1991 to 
2014. The total world FDI was 154 billion US $ at the end of 1991 which was 
increased to 1228.28 billion US $ at the end of 2014 with a CAGR of 9.45 per cent. 
There was a upward movement in the world FDI trend till 2000 and FDI was at its 
peak. In the later years there were a declining trend in worldwide FDI in next three 
year and FDI was 551.92 US$ billion. After 2003, FDI again showed the rising 
movement and it was highest in 2007 stood at 1871 US$ billion. Due to global 
financial crisis emerged during 2007, FDI was again contracted and there was mix 
trend till 2014. At the end of 2014, worldwide FDI was 1228.28 US$ billion. 
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Table-1.2 Region wise FDI inflow and outflow from 2012 to 2014 
(Figures in US$ Billion) 
Region 
FDI inflows FDI Outflow 
2012 2013 2014 2012 2013 2014 
World 1403 1467 1228 1284 1306 1354 
Developed Economies 679 697 499 873 834 823 
Europe 401 326 289 376 317 316 
North America 209 301 146 365 379 390 
Developing Economies 639 671 681 357 381 468 
Africa 56 54 54 12 16 13 
Asia 401 428 465 299 335 432 
East and South East Africa 321 348 381 266 292 383 
South Asia 32 36 41 10 2 11 
West Asia 48 45 43 23 41 38 
Latin America and Caribbean 178 186 159 44 28 23 
Ocenia 4 3 3 2 1 0 
Transition Economies 85 100 48 54 91 53 
Source: Compiled from various UNCTAD Report. 
 
From the table 1.2, it can be observed that developing-economy inflows reached $681 
billion. This group now accounts for 55 per cent of global FDI inflows. Five of the top 
10 FDI hosts are now developing economies. However, the increase in developing-
country inflows is primarily a developing Asia story. FDI inflows to that region grew 
by 9 per cent to almost $465 billion, more than two thirds of the total for developing 
economies. This rise was visible in all sub regions except West Asia, where inflows 
declined for the sixth consecutive year, in part because of a further deterioration in the 
regional security situation. FDI flows to Africa remained unchanged at $54 billion, as 
the drop of flows to North Africa was offset by a rise in Sub-Saharan Africa. Inflows 
to Latin America and the Caribbean saw a 14 per cent decline to $159 billion, after 
four consecutive increases. The Russian Federation dropped from 5th to 16th place as 
a recipient country, largely accounting for the 52 per cent decline in transition-
economy FDI inflows to $48 billion. Despite a revival of cross-border merger and 
acquisitions (M&As), FDI flows to developed economies declined by 28 per cent to 
$499 billion. FDI inflows to the United States fell to $92 billion, significantly affected 
by a single large-scale divestment, without which the level of investment would have 
remained stable. FDI flows to Europe fell by 11 per cent to $289 billion, one third of 
their 2007 peak. 
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Figure-1.2 FDI Inflows of Developed, Developing and Transition Economies 
from 2012 to 2014 
(Figures in US$ Billion) 
 
Source: Compiled from various UNCTAD Report. 
 
Figure- 1.3 FDI Outflows of Developed, Developing and Transition Economies 
from 2012 to 2014 
(Figures in US$ Billion) 
 
Source: Compiled from various UNCTAD Report. 
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Table 1.3 International comparison of FDI Inflows 
(Figures in millions US$) 
Countries/ Years 1991 2001 2014 
India 
75.0 
(0.04) 
5 477.6 
(0.8) 
34 416.8 
(2.80) 
USA 
22 799.0 
(14.79) 
159 461.0 
(23.31) 
92 397.0 
(7.52) 
China 
4 366.3 
(2.83) 
46 877.6 
(6.85) 
128 500.0 
(10.46) 
UK 
14 846.2 
(9.63) 
36 934.9 
(5.39) 
72 241.0 
(5.88) 
Japan 
1 284.3 
(0.83) 
6 241.6 
(0.91) 
2 089.8 
(0.17) 
Hong Kong 
1 020.9 
(0.66) 
29 060.7 
(4.2) 
103 254.2 
(8.4) 
Singapore 
4 887.1 
(3.1) 
17 006.9 
(2.4) 
67 523.0 
(5.49) 
World 154 138.3 684 070.9 1 228 262.5 
Source: Compiled from various UNCTAD Report. 
Note: Figure in bracket represent the per cent share of the country in total world FDI. 
 
Table 1.3 shows the international comparison of FDI in various counties belongs to 
develop, developing and emerging economies. The time frames is categorized in three 
segment which were 1991, 2001 and 2014 and counties were selected as India, USA, 
China, UK, Japan, Hong Kong and Singapore for comparison. It can be clearly 
observed from the table that in 1991 USA hold the 14.79 per cent of total world FDI 
followed by UK, Singapore and China. At the end of 2001, the position of USA was 
very strong as the economy accounted for 23.31 per cent share in total FDI and holds 
the first position. In 2014, the scenario was completely changed and dominance of 
USA was finished and it only consists of 7.52 per cent. According to latest statistics 
of UNCTAD, the China secured the first position as the share of the economy was 
10.46 per cent followed by Hong Kong (8.4). As far as India is concern, The share of 
India was 0.04 per cent in 1991 and was increased to 0.8 per cent in 2001. At the end 
of 2014, share of Indian economy was improved and stood at 2.80 per cent of the 
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world FDI. Figure 1.1 shows the graphical representation of FDI of the various 
countries from 1991 to 2014. 
Figure-1.4 Trends of FDI of various Countries form 1991- 2014 
(Figures in millions US$) 
 
Source: Compiled from various UNCTAD Report. 
 
Table-1.4 Country specific FDI Inflows In 2014 
(figures in billion US$) 
Country FDI 
China 129 
Hong Kong 103 
US 92 
UK 72 
Singapore 68 
Brazil 62 
Canada 54 
Australia 52 
India 34 
Netherland 30 
Source: Compiled from various UNCTAD Report. 
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Table 1.4 shows the country specific analysis of inflow of Foreign Direct Investment 
at the end of 2014. According to the latest report of UNCTAD, China was the most 
attractive nation for the foreign investors to invest their money. The total FDI was 129 
billion US$ for China followed by Hong Kong where the FDI inflow was 103 billion 
US$. The United State secured the third number position to attract the FDI where 92 
billion US$ was coming from foreign investors in the form of FDI. The US was 
followed by United Kingdom, Singapore, Brazil, Canada, Australia where the FDI 
inflow was stood at 72, 68, 62, 54 and 52 billion US$ respectively. The India ranked 
at ninth position where the total FDI inflow was 34 billion US$ followed by 
Netherland.   
Figure-1.5 Comparison of FDI Inflows among major countries in 2014 
(figures in billion US$) 
 
Source: Compiled from various UNCTAD Report. 
 
1.5 SERVICE SECTOR IN INDIA 
Development of a vibrant and competitive Services sector is a key characteristic of 
modern economies. In the developed world, services frequently account for two-thirds 
or three-quarters of all economic activity. The transition from agriculture through 
manufacturing to a services economy has been the hallmark of economic development 
for many countries. Thus typically the process of economic development is marked by 
three distinct phases an initial phase of the dominance of agriculture, and intermediate 
phase dominated by industry and a final phase dominated by services. The timing of 
19 
different phases of structural changes and the duration of such changes have, 
however, been different across different countries The Services Sector constitutes a 
large part of the Indian economy both in terms of employment potential and its 
contribution to national income. Services sector is the lifeline for the socio-economic 
growth of a country. It is today the largest and fastest growing sector globally 
contributing more to the global output and employing more people than any other 
sector. In alignment with global trend, the Indian Services sector has witnessed a 
major boom and is one of the major contributors to both employment and national 
income in recent time. Services sector in India today accounts for more than half of 
India‘s GDP. Since independence, there has been a marked acceleration in Services 
sector growth in India. This paper provides an overview of the Indian Services sector. 
It shows that this sector is the fastest growing sector in India, contributing 
significantly to GDP and GDP growth rate.  
Table-1.5 Share of Agriculture, Industry and Services in GDP of India since 
Liberalization  
(Figures are in per cent) 
Year Agriculture  Industry Services 
1991-92 28.54 27.33 43.91 
1992-93 28.89 26.77 44.05 
1993-94 28.24 26.73 44.76 
1994-95 27.8 27.42 44.52 
1995-96 25.73 28.44 45.69 
1996-97 26.19 28.03 45.51 
1997-98 24.47 27.95 47.53 
1998-99 24.39 27.78 48.24 
1999-00 23.18 26.77 50.05 
2000-01 22.26 27.25 50.49 
2001-02 22.39 26.54 51.07 
2002-03 20.13 27.39 52.48 
2003-04 20.33 27.22 52.44 
2004-05 19.03 27.93 53.05 
2005-06 18.27 27.99 53.74 
2006-07 17.37 28.65 53.98 
2007-08 16.81 28.74 54.45 
2008-09 15.77 28.13 56.11 
2009-10 14.64 28.27 57.09 
2011-12 14.45 28.23 57.32 
2012-13 14.1 27.51 58.39 
2013-14 13.69 26.75 59.57 
Source: Various planning Commission Reports. 
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This table 1.5 represent the share of Agriculture & Allied activities, Industry and 
Service Sector in GDP of India from 1991-92 to 2013-14. The services sector, with 
around 60 per cent contribution to the Gross Domestic Product (GDP) in 2013-14, has 
made rapid strides in the past decade and a half to emerge as the largest and one of the 
fastest-growing sectors of the economy. The services sector is not only the dominant 
sector in India‘s GDP, but has also attracted significant foreign investment flows, 
contributed significantly to exports as well as provided large-scale employment. 
India‘s services sector covers a wide variety of activities such as trade, hotel and 
restaurants, transport, storage and communication, financing, insurance, real estate, 
business services, community, social and personal services, and services associated 
with construction. The agricultural activities, with around 14 per cent contribution in 
GDP in 2013-14, declined from 28.54 per cent at the time of liberalization. Industry 
has a constant share during the study period and stood at 26.75 per cent contribution 
in GDP at the end of 2013-14. 
Figure- 1.6 Trends of Share of major sector in GDP in India 
(Figures are in per cent) 
 
Source: Various planning Commission Reports. 
 
In the market size, the services sector contributed US$ 783 billion to the 2013-14 
GDP (at constant prices) growing at CAGR of 9 per cent, faster than the overall GDP 
CAGR of 6.2 per cent in the past four years. Out of overall services sector, the sub-
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sector comprising financial services, real estate and professional services contributed 
US$ 305.8 billion or 20.5 per cent to the GDP. The sub-sector of community, social 
and personal services contributed US$ 188.2 billion or 12.6 per cent to the GDP. The 
third-largest sub-segment comprising trade, repair services, hotels and restaurants 
contributed nearly equal or US$ 187.9 billion or 12.5 per cent to the GDP, while 
growing the fastest at 11.7 per cent CAGR over the period 2011-12 to 2014-15. 
As far as investment opportunities is concern,  the Indian services sector has attracted 
the highest amount of FDI equity inflows in the period April 2000-May 2015, 
amounting to about US$ 43.35 billion which is about 16.8 per cent of the total foreign 
inflows, according to the Department of Industrial Policy and Promotion (DIPP). 
Some of the developments and major investments by companies in the services sector 
in the recent past are as follows: 
 The Indian facilities management market is expected to grow at 17 per cent 
CAGR between 2015 and 2020 and surpass the $19 billion mark supported by 
booming real estate, retail, and hospitality sectors. 
 Fairfax India will look to acquire controlling stake in collateral management 
and weather advisory firm National Collateral Management Services (NCML) 
where the deal size could be $150-180 million. 
 Amazon, the world's largest online retailer, plans to invest Rs 31,700 crore 
(US$ 5 billion) in India in addition to the US$ 2 billion investment it 
committed two years ago, in expanding its network of warehouses, data 
centers and increasing its online marketplace, besides launching an instant 
video and subscription-based ecommerce services for high-end buyers, called 
Amazon Prime, later this year. 
 The private security services industry in India is expected to register a growth 
of over 20 per cent over the next few years, doubling its market size to Rs 
80,000 crore (US$ 12.94 billion) by 2020. 
 The Government of India has awarded a contract worth Rs 1,370 crore (US$ 
221.63 million) to Ricoh India Ltd and Telecommunications Consultants India 
Ltd (TCIL) to modernise 129,000 post offices through automation. 
 Taxi service aggregator Ola plans to double operations to 200 cities in current 
fiscal year. The company, which is looking at small towns for growth, also 
plans to invest in driver eco-system, such as training centers and technology 
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upgrade, besides adding 1,500 to 2,000 women drivers as part of its pink cab 
service by women for women. 
 JP Morgan Asset Management (UK) Ltd, JP Morgan Investment Management 
Inc and JP Morgan Chase Bank NA, have together acquired 4.11 per cent 
stake in Mahindra & Mahindra Financial Services Ltd for Rs 113.75 crore 
(US$ 18.13 million). 
 The Nikkei Services PMI for India stood at 51.8 in August 2015 – a reading 
above 50 signals expansion. 
 
1.6 STATEMENT OF PROBLEM 
In the developing countries, economies are shifting from agriculture to manufacturing 
to services. Most developed countries such as the USA, Japan, Germany, and UK 
have followed that route. Even within the BRICS economies, the current developing 
economies such as China, Russia and Brazil have gone through the same route and 
some emerging markets such as India seems to have defined the pattern and pass over 
the manufacturing sectors. The current stress in India is on services that contributes 
more than half of the economic growth. The inflows of FDI show the remarkable 
growth over the period of time. The global stock of Foreign Direct Investment stood 
at 1228 US$ billion where India is accounted for 2.80 per cent of total world FDI in 
2013 -14. The foreign direct investment (FDI) in India increased from Rs. 409 crore  
in 1991-92 to Rs.216711crore in 2013-14 where the FDI inflows in  service sector has 
a contribution of 18.14 per cent. The growth of the service sector provides a wide 
variety of foreign investment opportunity in the economy. There was a remarkable 
contribution of service sector in the GDP of the economy as the share of service 
sector was 59.57 per cent at the end of March 2014. There is a need to conduct 
research to know the growth and trends of the foreign direct investment in India, 
especially by evaluating the performance of service sector. There is a need of 
comprehensive research which provides an empirical inter comparative study of 
service sector with other relevant sector and present the future estimation of the FDI 
inflows in these sectors. Therefore research is required to identify the determinants 
and measures their impact on FDI in service sector. It will help investors, regulators 
and other participants in better decision making. 
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1.7 RESEARCH GAP 
The review of literature proves beneficial in identifying the research issues and the 
research gaps.  These research gaps are mainly related with the construction of 
objectives of any study. The comprehensive literature review of earlier studies 
presented and discussed in the next chapter, it is found that there is hardly any 
research conducted in India related to inter-comparative study of FDI inflow 
especially in the context of service sector. The present study is different from earlier 
studies in following ways: 
• The present study focused on the structure of Indian economy and emphasize 
on the performance of agriculture, industry and service sector. 
• The study tries to evaluate the present trends of foreign direct investment and 
it provides an inter-comparative study of foreign direct investment in service 
sector with other relevant sector of India.  
• Apart from t-test, multiple regression levene test and ANOVA, this research 
also applied distinguish statistical technique such as ARIMA model, ACF. 
PACF, Dicky- Fuller Augmented test which was rarely applied in Indian 
context. 
• This research is differ from earlier studies as it present the forecasting of 
foreign direct investment in service sector for next five years and compare 
with the future trends of other relevant sector for the same period.  
• The research covers a relatively long period of recent fourteen years which 
start from April 2000 to March 2014. It is helpful in extracting the accurate 
facts based on analysis. 
 
1.8 OBJECTIVES OF THE STUDY 
The study covers the following objectives: 
• To study the contribution of agriculture, industry and service sector in 
economic growth of India. 
• To examine the role of inflows of foreign direct investment in service sector 
with total inflow of foreign direct investment in India during study period.  
• To identify the economic variable such as GDP, AGGDP, Export, Trade 
balance, Trade Openness, Inflation, Exchange Rate, Foreign reserve and 
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Wholesale Price Index and evaluate their impact on foreign direct investment 
in service sector. 
• To assess FDI oriented inter-comparative performance of the service sector 
with other relevant sector in India and forecast the inflow of Foreign Direct 
Investment in Service sector and other relevant sector for future five years. 
 
1.9 HYPOTHESES OF THE STUDY 
Hypotheses are the presumption, assumption, supposition and the statement which are 
to be tested in the light of the objectives. The hypotheses are mainly classified into 
null and alternative hypothesis. Null Hypothesis is the negligence of the statement and 
alternative hypothesis are the opposite of null statement. On the basis of objectives, 
following are the testable statement of the research- 
Null Hypothesis-1 
There is no significant impact of Services, Agriculture, Industrial and Manufacturing 
sector on the growth of Indian Economy. 
Alternative Hypothesis-1: 
There is significant impact of Services, Agriculture, Industrial and Manufacturing 
sector on the growth of Indian Economy.  
Null Hypothesis-2: 
There is no significant impact of Foreign Direct Investment in service sector on total 
FDI inflows in India. 
Alternative Hypothesis-2: 
There is a significant impact of Foreign Direct Investment in service sector on total 
FDI inflows in India. 
Null Hypothesis-3: 
There is no significant relationship of independent variables (GDP, AGGDP, EX, TB, 
TO, INFL, EXR, FER and WPI) with FDI Inflows in the Indian service sector.  
Alternative Hypothesis-3 
There is significant relationship of independent variables (GDP, AGGDP, EX, TB, 
TO, INFL, EXR, FER and WPI) with FDI Inflows in the Indian service sector.  
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Null Hypothesis-4 
There is no significant difference in the FDI inflows in the Indian service sector and 
other relevant sector viz. construction, telecommunication and computer software for 
the actual and projected period under consideration. 
Alternative Hypothesis-4 
There is significant difference in the FDI inflows in the Indian service sector and 
other relevant sector viz. construction, telecommunication and computer software for 
the actual and projected period under consideration.  
 
1.10 RESEARCH METHODOLOGY 
Research Methodology is an important part of the research. Research methodology 
includes the criteria of variable selection, various tools applied, time frame of the 
study and sources of data in the study for analysis. 
1.10.1 Variables Description and Model Specification 
The macroeconomic indicators of an economy are considered as the major pull factors 
of FDI inflows to a country. The analysis of various theoretical rational and existing 
literatures provided a base in choosing the right combination of variable that explains 
the variation in the flow of FDI in the country. In order to have the best combination 
of variable for the determination of FDI inflow into India, different combinations of 
variable are identified and then estimated. The alternative combinations of variables 
included in the study are true with the famous specification given by United Nation 
Conference on trade and development (UNCTAD). 
In order to choose the best variable, firstly, the flow major factors which influence the 
flow of FDI into country are independent. The proxy variables representing the 
factors are selected for the purpose of analysis and are shown in table. 
Table 1.6 Proxy Variables Representing Factors Affecting FDI Inflows 
S.no. Factors Proxy variable 
1 Market Size 
Gross Domestic Product  (GDP) & 
Annual Growth Gross Domestic Product (AGGDP) 
2 Financial liquidity Foreign Exchange Reserve 
3 Currency Risk Exchange rate 
4 Economic Stability Inflation, Wholesale Price Index 
5 Government policy Trade openness, Trade balance, Export 
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Dependent Variable 
1. Service sector Foreign Direct Investment (FDI) Inflows: Foreign direct 
investment means investment by non-resident entity/person resident of outside India 
in the capital of an Indian economy. FDI as dependent variable, which is measured by 
number of independent variables, has been taken for the econometric analysis of 
service sector FDI in India 
Independent Variables 
Gross Domestic Product (GDP): GDP acts as a barometer to measure the economic 
health of the economy. If is defined as the monetary value of all the finished goods 
and services produced within a country's borders in a specific time period and it is 
calculated with the help of following equation: (GDP=C+G+I+NX) 
"C" stands for all private consumption, or consumer spending, in a nation's economy. 
"G" stands for government spending. 
"I" stands for the country's businesses spending on capital. 
"NX" stands for the nation's total net exports, calculated as total exports minus total 
imports. (NX = Exports - Imports) 
Higher GDP signifies the strong health of the economy and will lead to the flow of 
more capital form foreign. Accordingly it is expected to have positive relationship. 
 Annual Growth Rate of GDP (AGGDP): The annual growth rate of GDP measure 
the GDP for each and every year. The annual growth rate of GDP is calculated by: 
AGR = (X2- X1)/ X1.  
Export (EX): The term export means selling and shipping of goods and service out of 
the port of a country. In International Trade, exports is refers to selling goods and 
services produced in one country (home country) to other country (foreign country). It 
is expected to have positive relationship with the FDI inflow. 
Trade Balance or Balance of Trade (TB): It is the difference between a country's 
exports and imports. Balance of trade is the largest component of a country's balance 
of payments. A country has a trade deficit if it imports more than it exports; the 
opposite scenario is a trade surplus. 
Trade openness (TO): Trade openness refers to the extent to which a country allows 
or has trade with other country. The trade-to-GDP ratio indicator is used to examine 
the trade openness and it is calculated for each country as the simple average (i.e. 
Mean) of total trade (i.e. the sum of exports and imports of goods and services) 
relative to GDP. This ratio is often called the trade openness ratio, although the term 
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"openness" may be somewhat misleading, since a low ratio does not necessarily imply 
high (tariff or non-tariff) barriers to foreign trade, but may be due to -factors such as 
size of the economy and geographic remoteness from potential trading partners. More 
open economies generally have greater market opportunities, but may simultaneously 
also face greater competition from businesses from other nations. 
Inflation (INFL): Inflation is defined as the continuous rise in the price of goods and 
services and fall in the purchasing power of money. High rate of inflation in any 
economy signifies the lack of stability in economy and inability of government or 
central bank to control the supply of money in the economy. Accordingly, it is 
expected that if inflation will be more then less FDI will be attracted. 
Exchange Rate (EXR):  Exchange rate is also one of the determinants of FDI inflows 
in service sector.  FDI has two main motives, if the FDI motive is to serve the host 
country market, then the FDI and services are substitutes; in this case, the 
appreciation of the host currency attracts the FDI inflows due to higher purchasing 
power of the domestic consumers. On the other hand, if the objective of FDI is for re-
export purpose, so the FDI and service are complemented, in this case, appreciation of 
the host currency reduces the FDI inflows through lower competitiveness. Thus, the 
depreciation in the host country exchange rate will increase the FDI inflow since it 
reduces the cost of capital investment. 
Foreign Exchange Reserves (FER): Availability of foreign exchange reserves is one 
of the determinants of FDI inflow. It exhibit that the sign of economic growth in the 
countries in which adequate foreign reserves are available, and this attract the more 
inflow of FDI. 
Wholesale Price Index (WPI): The wholesale price index (WPI) is the price of a 
representative basket of wholesale goods. Some countries use WPI change as central 
measure of inflation. 
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Table 1.7 Relationships between the Variables 
The following table shows the expected relationship of independent variable with the 
FDI in service sector 
S.No. Variables Symbol Expected Relation with FDI 
1 Gross Domestic Product GDP Positive 
2 Annual Growth Rate of GDP AGRGDP Positive 
3 Export EX Positive 
4 Trade Balance  TB Positive 
5 Trade openness  TO Positive 
6 Inflation INFL Negative 
7 Exchange rate  EXR Negative 
8 Foreign Reserve  FER Positive 
9 Wholesale Price Index WPI WPI Negative 
 
MODEL BUILDING 
SFDIIt =α +β1GDPt + β2AGGDPt + β3EXt + β4TBt+ β5TOt - β6INFLt + β7EXRt + 
β8FERt - β9WPIt +εt  
where,  
• SFDI = Service sector Foreign Direct Investment Inflows measured in  INR 
Crore 
• GDP = Gross Domestic product at constant price (amount in INR Crore)   
• AGGDP = Annual Growth Rate of Gross Domestic Product  
• EX = Exports (Amount in INR Crore)  
• TB = Trade Balance i.e., total Exports (Amount in INR Crore) – total Imports 
(Amount in INR Crore)  
• TO = Trade Openness i.e., sum of Exports + Imports divided by GDP 
{(Ex+Im)/GDP}  
• INFL = Inflation measured in term of percentages of consumer price (annual 
percentage)  
• EXR = Exchange Rate in terms of percentage  
• FER = Foreign Exchange Reserve (Amount in INR Crore)  
• WPI = Wholesale price index annual average  
t = time frame 
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1.10.2 Application of Tools and Techniques  
To serve the empirical part of the study, various statistical/econometrics tools have 
been used, which include the followings:  
 Kolmogorov-Smirnov and Shapiro-Wilk Test to test the normality of the data 
of the different variables under consideration. 
 Augmented Dickey-Fuller Test – to test for the stationarity of data of the 
different variables under consideration  
 ARIMA model is used to project the Inflow of FDI in the Indian service 
sector. 
 Autocorrelation function (ACF) and Partial Autocorrelation (PACF)  
 In addition, t-test, regression and correlation have been used to support the 
results of the present study. 
Independent sample t-test: The independent sample t-test procedure compares Means 
for two groups of cases. For t-test, the observations should be independent, random 
samples from normal distributions with the same population variance.  
Correlation: It quantifies the degree of association between two variables or the 
strength of linear relationship between two variables and also indicates the direction 
of the relationship. The correlation coefficient denoted by r, measures the strength of 
linear relationship. The value of r is between +1 and -1. The values of r close to +1 or 
-1 represent a strong linear relation. The value of r closed to 0 means that the linear 
association is very weak. It could be state that there is no association at all, or the 
relationship is non linear (Tyrrell, 2009).   
The Forecasting add-on module provides two procedures for accomplishing the tasks 
of creating models and producing forecasts. The Time Series Modeler procedure 
creates models for time series and produces forecasts. It includes an Expert Modeler 
that automatically determines the best model for each of your time series. For 
experienced analysts who desire a greater degree of control, it also provides tools for 
custom model building. The Apply Time Series Models procedure applies existing 
time series models—created by the Time Series Modeler—to the active dataset. This 
allows to obtain the forecasts for series for which new or revised data are available 
without rebuilding the models. If there is reason to think that a model has changed, it 
can be rebuilt using the Time Series Modeler. 
The Time Series Modeler procedure estimates exponential smoothing, 
univariate Autoregressive Integrated Moving Average (ARIMA) and multivariate 
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ARIMA (or transfer function models) models for time series and produces forecasts. 
The procedure includes an Expert Modeler that automatically identifies and estimates 
the best-fitting ARIMA or exponential smoothing model for one or more dependent 
variable series, thus eliminating the need to identify an appropriate model through 
trial and error. Alternatively, a custom ARIMA or exponential smoothing model can b 
specified. 
ARIMA Methodology is used in order to predict the value of FDI inflow in India 
for five years The E-VIEWS and SPSS as the main statistical software for estimation 
purpose have been employed. The projection of inflow of FDI in India involves 
various stages which are discussed as under: 
 Firstly, the time series are tested for stationary both graphically and with 
formal testing schemes by means of autocorrelation function, partial 
autocorrelation function and using Augmented Dickey-Fuller test of unit root. 
If the original or differenced series comes out to be non stationary some 
appropriate transformations are made for achieving stationary. 
 Secondly, based on BOX –Jenkins methodology appropriate models are 
constructed using FDI inflow in service sector as dependent Variable and 
GDP, AGGDP, EX, TB, TO, INFL, EXR, FER and WPI independent variables. 
Here the ARIMA order is determined by Autocorrelation function (ACF) and 
Partial Autocorrelation (PACF) plots and accordingly different model are run 
to get best fitted model.   
 Finally, forecasting performance of the various types of ARIMA models 
would be compare by computing statistics like Stationary R-square, Root 
mean Square Error (RMSE), Mean Absolute Percentage Error (MAPE), Mean 
Absolute Error (MAE), Maximum Absolute Percentage Error (MaxAPE), 
Maximum Absolute Error (MaxAE) and Bayesian information criterion (BIC) 
and accordingly the best fitted model is used for forecasting the FDI inflow in 
India. 
In ARIMA model, first of all the Stationary of the Series is checked. So in order to 
check it different types of unit root test are available. Unit Root Test helps us to test 
whether a time series is stationary or non-stationary. A well-known test which is valid 
in large sample is the Augmented Dickey-Fuller test.  Augmented Dickey-Fuller test:  
In Statistics and econometrics, An augmented Dickey – Fuller test is a test for a unit 
root in a time series sample. An augmented   Dickey – fuller test is a version of the 
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Dickey – Fuller test for a large and more complicated set of time series. The 
augmented Dickey – Fuller (ADF) Statistics, used in the test, is a negative number. 
The more negative it is, the strong the rejection of the hypothesis that there is a Unit 
root at some hypothesis that there is a Unit root at some level of significance.  
1.10.3 Time Period of Study 
In order to analysis the trend of FDI in service sector and for the purpose of testing 
the hypothesis period of Fourteen Years has been taken (2000-01 to 2013-14). Study 
also covered the five year period (2015-16 to 2019-20) for Projection of FDI inflow in 
the Indian service sector. 
1.10.4 Sources of Data 
The study has been carried out by exploiting the secondary sources of data. To serve 
the purpose of the study i.e. to carry out a comparative analysis of service sector FDI 
and the impact of Services sector on Indian economy, the  data has been collected 
from the various sources : 
 Journals, Periodicals and Magazines 
 Reports and publications of national and international institutions  
 SIA News Letters  
 Business and Financial dailies. 
 Text Books and Reference Books related to the subject. 
 Websites of Department of  Industrial Policy & Promotion  
 
1.11 SIGNIFICANCE OF THE STUDY 
Following are the main significance of the study: 
 The study attempts to analyze the important dimensions of service sector FDI 
in India. The study works out the trends and patterns, main determinants and 
investment flows to India. 
 The study covers the period of 14 years from 2001 to 2014, to assess the 
growth in service sector FDI. 
 The period under study is important for a variety of reasons. First of all, it was 
during July 1991 India opened its doors to private sector and liberalized its 
economy. Secondly, the experiences of South-East Asian countries by 
liberalizing their economies in 1980s became stars of economic growth and 
development in early 1990s. Thirdly, India‘s experience with its first 
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generation economic reforms and the country‘s economic growth performance 
were considered safe havens for FDI which led to second generation of 
economic reforms in India in first decade of this century. Fourthly, increase in 
competition for service sector FDI inflows particularly among the developing 
nations. 
 The study is important from the view point of the macroeconomic variables 
included in the study as no other study has included the explanatory variables 
which are included in this study.  
 To bring out comparative study between service sector FDI and other sector of 
the economy. 
 The study is appropriate in understanding the role of service sector FDI on 
economic growth in India during the period 2000-2014. 
 Further projection of FDI inflow in the Indian service sector help to discuss 
the trend and implication on Indian economic growth. 
 
1.12 LIMITATIONS OF THE STUDY 
Research being never ending process makes ground for further researchers. 
Obviously, all studies have their own limitations and this study is no exception as 
such. Despite its theoretical and practical relevance, the study does suffer from 
limitations. These limitations are as: 
• The data is taken from the secondary information therefore errors of secondary 
sources bound to be occurred. 
• The study period is taken from 2000-01 to 2013-14. The data has been taken from 
authentic sources however inferences of the study are widely depends upon 
authenticity of data.   
• The study is confined to India only and with some selected years while the 
inclusion of other developing countries under the purview of the study may 
influence the results.  
• Though utmost care has been taken while selecting the variables having 
relationship with inflows of FDI in the Indian service sector but still the inclusion 
of some other variables may influence the results. 
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• The study is entirely based on the use of secondary data, while the inclusion of 
domestic and non-domestic investors‘ perception regarding various variables and 
their relationship with FDI may give more appropriate findings. 
 
1.12 PLAN OF THE STUDY 
The chapters of the study have been classified as under: 
The first chapter deals with the introductory background of the study. It covers the 
statement of problem, research gap, objectives of the study and hypotheses to achieve 
these objectives, research methodology adopted for the study, statistical tools and 
techniques applied, significance of the study and outline of the organisation of the 
study.  
The second chapter discussed the review of literature which helped to find the 
research gap on the basis of which objective of the study have been set out and 
hypotheses have been framed to achieve these objectives.  
The third chapter deals with the FDI inflow in India which covers the components of 
the FDI, mode of FDI entry, routes of inward flow of FDI and describes the trends of 
FDI inflow in India. It also covers the different policy phases of foreign capital in 
India.  
The fourth chapter provides the analysis and interpretation of FDI inflow in service 
sector. It covers the performance analysis of agriculture, industry, manufacturing and 
service sector. It provides an inter-comparative study of Foreign Direct Investment  in 
service sector with other relevant sectors of India. It also covers the forecasting of 
FDI in service sector with other relevant sectors. 
The fifth chapter and the last chapter reveals the major findings of the study on the 
basis of the results of the data analysed and interpreted. On the basis of these findings, 
specific suggestions have been given. These suggestions will be helpful to the policy 
makers. A conclusion has also been drawn in the light of the findings. The directions 
for the future research have also been given.  
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INTRODUCTION 
The previous chapter was an introductory background of the entire thesis. The present 
chapter is an attempt made to deal with the review of existing literature. FDI patterns 
contributing to the growth of the emerging economies have undergone significant 
changes over time period. To understand these changes the comprehensive review is 
needed which focused on economies related to empirical and theoretical rationale 
tends of Foreign Direct Investment.  
Doytch, Thelen & Mendoza (2014) tried to examine the impact of foreign direct 
investment (FDI) on various dimensions of human development. They focused on the 
child labor and used data of 100 countries across the period 1990–2009 for a cross-
country empirical analysis concerned to human development. They utilized data on 
disaggregated FDI covering the main economic sectors of interest such as agriculture, 
mining, manufacturing, services and finance. The results of the study suggested that 
different economic sectors generate varied effects on child labor. They further 
observed that FDI in agriculture in Europe and Central Asia tends to exacerbate child 
labor, whereas FDI in manufacturing in South and East Asia and FDI in mining in 
Latin America appear negatively linked to child labor. They found that the stronger 
anti-child labor laws could lead to multiple equilibrium in labor markets, including 
the possibility of increasing child labor in certain sectors. They also explained the 
reasons of varied FDI impact on child labor, emphasizing among other factors supply 
chain management and the critical importance of policy implementation and 
coordination with the private sector. 
Rachna S. S. (2014) tried to focus on potentiality and strength of India‟s service 
sector in shaping business through retail sector. The study ascertained the remarkable 
changes in service sector and its overall impact in structuring business through retail 
sector. The study also depicted the role of services in the modern economy, reasons 
for the growth of services in India with addition of analyzing the transformation in 
service sector. She stated that because of emerging nature it becomes the fastest-
growing sectors on the global landscape and hence it made substantial contribution 
towards global output as well as employment generation. She quoted Adrian Payne 
four factors i.e. economic, political, social and demographic changes have been 
responsible for stimulated growth in service sector. Further she stated that India‟s 
services share to Total GDP for the year 2012-2013 was 59.29 per cent and retail 
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sector contributes by 14 per cent to 15 per cent of its GDP for Indian economy and 
emphasized how retail industry get empowered. The study also examined the 
characteristics of the retail service sector in India and underlines its future prospects. 
Xiaolan F. Helmers C. & Zhang J. (2012) tried to investigate the effect of 
management abilities of foreign companies on the management abilities and 
performance of domestic companies on UK retail sector. On an average, foreign-
owned retail companies achieve higher management ability scores and were more 
productive than domestic companies. They suggested two faces of foreign 
management abilities i.e. abilities that can be codified. Another face is dimensions of 
abilities that have been more implicit and highly competitive, apply a negative 
competitive outcome on domestic own management capabilities of firms. The overall 
management abilities of domestic companies were found to have a extensively 
positive effect on their own productive competence. They did not find any evidence of 
a direct competence that have a effect of foreign management abilities on local firms. 
Mousumi B. & Jita B. (2011) made an attempt to study the possible link between 
FDI inflows and services export of India during the post-liberalization period from 
1990-91 to 2007-08 Q4. The long-term relationships among the variables have been 
analyzed using Johansen and Juselius multivariate co-integration approach. Short and 
long run dynamics are captured through vector error correction models. There is 
evidence of co-integration among the variables indicating that a long- term 
relationship exists among them. They have observed unidirectional causality from 
FDI inflows to services export. Regression Analysis has also been done for the period 
from 1991 to 2008, which reveals that FDI inflows in the services sector, consultancy 
and transport services influence services export.  
They concluded that the positive unidirectional Granger causality from FDI inflows to 
Services Export indicate that FDI has positively influenced the growth of services 
export in the Indian economy after the liberalization period. During the post 
liberalization period the trade policies undertaken by the government, the changing 
attitude of the government towards foreign direct investment has increased export 
opportunities that induced foreign investors to take advantage of India's comparative 
advantage in the services sector.  
Chitrakalpa S.  (2011) tried to incorporate the last two decades growth of the Indian 
service sector. She tried to analyze the growth dynamics of the FDI. The study aims to 
check whether the growth in FDI has any significant impact on the service sector 
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growth and also investigates whether a growth in this sector causes the growth in 
GDP. She suggested that there has been a considerable positive effect of the Foreign 
Direct Investment on services sector and this service sector growth has in turn a 
significant effect on the GDP. The study also looks into the sub-sectoral dynamics and 
indicates towards the fact that the trade, hotels and restaurants, transport, storage and 
communications sub-sector contributes the most in the growth of Indian service 
sector. At last the study explained the long run sustainability of the Indian service 
sector and also advocated the criticism of the service-led growth came from the fact 
that the service sector growth has largely been jobless (Gordon, Gupta, 2003). “While 
output generation has shifted to services, employment generation in services has 
lagged behind” (Banga, 2005).Since independence, agriculture‟s share in GDP has 
gone down and services sector‟s share has gone up. But the services sector has not 
been able to make up for increasing unemployment. 
Pattanaik F. & Nayak N.C. (2011) investigated the employment intensity of service 
sector growth in india and also examined the role of fundamental macroeconomics 
factors in determining the capacity of the service sector. They have taken the period 
from 1960-1961 to 2004-2005 for their study. The results of study indicate that 
growth in service sector has increased but the employment growth rate in service 
sector has decelerated significantly leading. Investment in service sector has been 
significant in raising employment intensity of the service sector in India. Finally they 
concluded that a clear hierarchy exists within the service sector not only in terms of  
employment growth or output growth process but also in terms of the dynamism of 
the growth process. 
Bohra N. & Sirari A. (2011) tried to analyze significance of the FDI inflow in Indian 
service sector since 1991 and relating the growth of service sector FDI in generation 
of  skilled and Unskilled employment. They found that the Foreign Direct Investment 
has a motivation for the economic growth of India and has shown a tremendous 
growth during 2000-2010 that is three times than the 1990-1999 of FDI in service 
sector. Banking and insurance has the first segment of service sector   and 
telecommunication second. Their findings also revealed that FDI creates high Perks 
Jobs for skilled employees in Indian service sector.  
Kang Y., Xian X., Guo P. & Liu X. (2011) argued that China's widening regional 
income inequality together with its pronounced regional disparity in FDI since 1990. 
They analyzed the effect stock of China of FDI on its regional income inequality 
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using simultaneous equation model and the Shapley value regression-based 
decomposition model. The results of the study showed that Foreign Direct Investment 
of China has a contribution of merely 2 per cent of its regional income inequality. 
Moreover, the contribution ratio of per capita FDI stock to regional income inequality 
of China has relatively been on a constant fester since last 12 years. The results also 
indicated that provincial per capita physical assets has a contribution of 50 per cent of 
the income inequality of nation and 65 per cent of the increases in income inequality 
since last 24 years.  
Goh S.K. & Wong K. N. (2011) discussed in their paper, the empirical literature of 
Malaysia‟s outward FDI (OFDI) by considering the impact of foreign market size and 
home international reserves using multivariate co-integration and error-correction 
modeling techniques. The empirical results revealed that there is a positive long-run 
relationship between Malaysia‟s OFDI and its key determinants, viz. foreign market 
size, real effective exchange rate, international reserves and trade openness. The main 
findings of the sudy suggested that apart from the market-seeking incentive and the 
adoption of outward-oriented policies, the Malaysian government could also 
encourage OFDI by implementing liberal policy on capital outflows. On the basis of 
these findings, there are some policy implications for the country‟s economic 
development and the internationalization of Malaysian firms in the era of 
globalization. 
Lindsay O. (2011) examined the different proportions of exports and FDI used by 
manufacturing and service producing firms. He suggested models and the importance 
of interacting with customers and communicating complex information within firms. 
These characteristics to predict the location of production. Goods and services 
requiring direct communication with consumers were more likely to be produced in 
the destination market. Activities required are complex within firm communication 
which are more likely to occur at the multinational's headquarters for export, 
especially when the destination market has weak institutions.  
He also explained why service firms used FDI relative to exports at a much higher 
rate than manufacturing firms. The hidden cost of FDI was the difficulty of off-
shoring non-routine activities to foreign affiliates and the industries that are more 
intensive in their use of non-routine tasks are more likely to be produced at home for 
export rather than produced at foreign affiliates. Because services are more non-
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routine than manufactures, this relationship partially offsets the propensity towards 
FDI in services implied by the role of communicating with consumers.  
Doytch N. & Uctum M. (2011) examined the effect of manufacturing and service 
FDI  on their own sector growth, the spillover to the other sectors and the overall 
economy in host countries. They identified significant sectoral and inter-industry 
spillover effects with various data classifications and types of FDI flows. Evidence 
revealed that growth effect of manufacturing FDI operates by stimulating activity in 
its own sector and is prevalent in Latin America- Caribbean, in Europe-Central Asia, 
middle to low-income countries and economies with large industry share. A flow of 
service FDI was likely to encourage the growth in service industries but activity 
damage in manufacturing industries. Financial service FDI enhances growth in South-
East Asia and the Pacific, high income countries and service based economies by 
stimulating activity in both manufacturing and service sectors. However, non-
financial service FDI drains resources and hurts manufacturing industry in the same 
group of countries. They concluded that a shift from manufacturing to service FDI is 
likely to lead to deindustrialization in certain regions and types of economies if this 
shift is led by non-financial FDI.  
Durairaj K. (2010) made an attempt in his study to identify the causal nexus among 
real exchange rate (RER),  its volatility and foreign direct investment(FDI) inflows in 
India  using quarterly data from 1990 to 2008. Generalized Auto Regressive 
Conditional Heteroscedasticity(GARCH) model is employed to obtain conditional 
variance of RER data series. Besides, Johansen‟s co-integration techniques were also 
used. He stated that long run relationship among FDI, RER and the GARCH measure 
of exchange rate volatility and also a short run causality flow from RER and FDI. He 
found no discernible link from FDI to RER and its volatility in the short run. He 
concluded in his study that a decrease in exchange rate leads to increase in inflow of 
FDI and an increase in FDI has due to decrease in exchange rate in the short run.  
Saini A. Baharumshah A.Z. & Law H.S. (2010) investigated in their study the 
systemic link between economic freedom, foreign direct investment (FDI) and 
economic growth in a panel of 85 countries. The empirical results of the study, based 
on the generalized method of moment system estimator, revealed that FDI by itself 
has no direct effect on output growth. The effect of FDI is contingent on the level of 
economic freedom in the host countries. These countries promote greater freedom of 
economic activities gain significantly from the presence of multinational corporations 
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(MNCs). They concluded from the empirical analysis, that FDI by itself has no direct 
impact on output growth.  
Ishikawa J., Hodaka M. & Mukunoki H. (2010) tried to understand the importance 
of Post-production services such as sales, distribution and maintenance in business 
activity. They explored an international duopoly model in which a foreign firm has 
the option of outsourcing post-production services to its domestic rival or providing 
those services by establishing its own facilities through FDI. In their study they 
expressed that trade liberalization in goods harm the domestic consumers and lowered 
world welfare. They explained how negative welfare impacts have been  turned into 
positive ones if service FDI has also liberalized.  
They argued that the trade liberalization of goods may have negative welfare effects if 
it was not accompanied by the liberalization of service FDI. The trade liberalization 
reduces trade costs and this intensified competition between a foreign firm and a 
domestic firm in the product market. At the same time, when the foreign firm 
outsources postproduction services, the trade liberalization may induce the domestic 
firm to charge a higher service price to absorb a part of the foreign firm's incremental 
profit due to lower trade costs.  
They proved that if the foreign firm's fixed cost of service FDI has relatively high, the 
latter negative welfare effect may overshadow the former positive one so that the 
trade liberalization harms consumers and lowers world welfare in a range of 
parameterizations. Significantly, this negative welfare effect of the trade liberalization 
has been mitigated and eventually turned into a positive one as service FDI is also 
liberalized. This is because a reduction in the fixed cost of service FDI decreases the 
price of service outsourcing that the foreign firm would accept.  
They further pointed out that the liberalization of service FDI has been important not 
only because it reduces per-unit costs of post-production services but also it recovers 
gains from the trade liberalization in goods for both consumers and world welfare. 
Making progress on the liberalization of service FDI under GATS was crucial to 
secure positive welfare consequences of the trade liberalization under GATT/WTO.  
Temouri T., Driffield N.L. & Higon D.A. (2010) chose area for examination that 
has been concerned to the outsourcing/off shoring of high-technology manufacturing 
and services. They tried to study the reason of concerned off-shoring of technology by 
the   policy makers. Western world followed more labor intensive sectors, and move 
to lower cost locations. While, international business theory has tended to view low 
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costs and high levels of indigenous technological development as being the two main 
drivers of location advantage in the attraction of FDI. They concluded that costs are 
important and firms from higher cost locations are more likely to engage in off-
shoring, they do not dominate other considerations. They have suggested that   the 
ability to manage technology flows across countries that have the largest key 
determinant of off-shoring by high-technology firms. 
However, most conceptual framework developed from the investment cycle theory for 
which it is assumed that as a country becomes more technologically advanced, it 
would attract more technologically advanced FDI. The  study does not completely 
disprove this, they  highlight several limits to the process in terms of intellectual 
property rights and the extent to which these allow firms to manage core technology 
across national boundaries.  
Rudrani B., Ila Patnaik & Ajay S. (2010) examined the literature on exports and 
investment and found that the most productive have invested abroad. In the Helpman 
et al. (2004) model costs of transportation play a critical role in the decision about 
whether to serve foreign customers by exporting or by producing abroad. They 
consider the case of tradable services where the marginal cost of transport has been 
near zero. They argued that in the purchase of services, buyers face uncertainty about 
product quality, especially when production is located far away. Firm optimization 
then leads less productive firms to self-select themselves for FDI. They used the data 
from Indian software services industry to support the prediction. They also observed  
the framework for exports of goods and outbound FDI by firms to the case of tradable 
services through the off-shoring model.  
Neary P.J. (2009) focused on the conflict between the foreign direct investment 
(FDI) and recent trends in the globalised world. The study revealed that the bulk of 
FDI is horizontal rather than vertical and standard theory predicts that horizontal FDI 
is discouraged when trade costs fall. It seems to conflict with the experience of the 
1990s, when trade liberalization and technological change has led to dramatic 
reductions in trade costs yet FDI grew much faster than the trade. The two possible 
resolutions for this paradox have been explored. One is horizontal FDI in trading 
blocs that has been encouraged by intra-bloc trade liberalization because foreign firms 
establish their plants in one country as export platforms. Another is cross-border 
mergers, quantitatively more important than Greenfield FDI have been encouraged 
rather than discouraged by falling trade costs. FDI is one of the key features of the 
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modern globalised world. The study is based on selected review of the theory and 
empirical analysis of FDI, using as an organizing principle it seems that there is an 
apparent conflict between received theory and recent trends in the globalised world.  
Hamida L.B. & Gugler P. (2009) examined whether there have been signs of 
demonstration-related spillovers from FDI on Swiss manufacturing and 
services/construction. They stated that the size and the extent of such benefits vary 
according to the level of the absorptive capacity of local firms. They observed strong 
indication for demonstration-related spillovers when (a) local firms are not far behind 
the technological frontier of the industry with a technological gap slightly greater than 
one and (b) local firms demonstrate high investment in the absorptive capacity. They 
tried to develop understanding of the value of FDI in Switzerland where foreign 
MNCs are expanding. They concluded that Spillovers are the main motivation of a 
host government to attract FDI, so governments have to pay special attention while 
measuring the successful performance of their FDI policies. 
Prasanna N. (2009) confirmed in his work that in a globalizing world, export success 
can serve as a measure for the competitiveness of industries of a country and lead to 
the faster growth. Recently, a much optimistic view on the role of Foreign Direct 
Investment on export performance in the host country has been evolved. 
Samuel A. (2009) provided a review of Foreign Direct Investment and economic 
growth in the context of developing countries and especially for Sub- Saharan Africa. 
He found that Foreign Direct Investment has a contribution to economic development 
of the host country in two main ways i.e. augmentation of domestic capital and 
improvement of efficiency through the movement of new technology, marketing and 
managerial skills, innovation and other best practices. Secondly, Foreign Direct 
Investment has both benefits and costs and its effect is determined by the country 
specific situation in general and the policy environment in particular in terms of the 
capability to expand the level of absorption capacity, targeting of Foreign Direct 
Investment and opportunities for linkages between Foreign Direct Investment and 
domestic investment. 
Beugelsdijk S., Roger S. & Remco Z. (2008) revealed in their study the contribution 
to the literature investigating the impact of FDI on host country economic growth by 
distinguishing between the growth effects of horizontal FDI and vertical FDI. Being 
the use of database, they estimated the growth effects of vertical and horizontal 
United States MNE activity into 44 host countries over the period 1983–2003, they 
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also used traditional total FDI figures as a benchmark. Controlling for endogneity and 
absorptive capacity effects and find that horizontal and vertical FDI have positive and 
significant growth effects in developed countries. Moreover, the results of study 
indicate a superior growth effect of horizontal FDI over vertical FDI. In line with 
existing literature, they found that there are no significant effects of horizontal or 
vertical FDI in developing countries. 
Lejour A., Romagosa H.R. & Gerard V. (2008) argued that foreign direct 
investment (FDI) in services is often more important to supply foreign markets than 
cross-border trade and for this they analyzed the services liberalization and FDI. 
Firms which established abroad also transfer firm-specific knowledge, as resulted 
capital owned by suppliers from home and foreign countries are not perfect 
substitutes. They applied the model which proposed the European Commission to 
open up services markets. They revealed that FDI in services could increase by 20% 
to 35%, the overall economic impact was limited. They suggested that GDP in the 
EU25 could increase up to 0.4%. These effects could be up to 0.8% higher if foreign 
capital also increases the overall productivity of the services sector. 
Chakraborty C. & Nunnenkamp P. (2008) made an attempt to study the Foreign 
Direct Investment (FDI) in post-reform period. India has been widely believed to 
promote economic growth. They examined the industry-specific Foreign Direct 
Investment and output data to Granger-causality tests within a panel co-integration 
construction. This research showed that the growth effects of FDI change widely 
across sectors. Foreign Direct Investment stocks and output have been mutually 
strengthen in the manufacturing sector whereas causal relationship was not present in 
the primary sector. They strongly observed that only transitory impact of Foreign 
Direct Investment on output in the services sector. However, Foreign Direct 
Investment in the services sector seems to have promoted growth in the 
manufacturing sector. 
They also suggested that policymakers can provide the maximize the benefits of  FDI 
in India by improving local conditions that would render FDI more effective. 
Openness to trade can strengthen linkages between foreign and local companies 
specially in the manufacturing sector. They again advocated the promotion of local 
entrepreneurship and human-capital development which could facilitate foster 
linkages within and across sectors. The availability of sufficiently skilled labor as well 
as adequate infrastructure, particularly telecommunications, would support the 
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process of off-shored higher value-added services to India and the dissemination of 
the benefits of IT-related services throughout the Indian economy. Moreover, it would 
assist stronger spillovers from more efficient services to other sectors if IT-related 
FDI was more widely spread throughout India, rather than being concentrated in a few 
clusters and „„export enclaves.‟‟ 
Tomlin K. M. (2008) tried to examine the FDI–exchange rate relationship with 
respect to services taking into account the degree of tradability across services of 
Japanese FDI to U.S. service industries. He stated that maximum estimates reveal that 
dollar appreciations were positively correlated with service FDI flows into the U.S. 
This positive correlation was stronger for non-tradable services versus tradable 
services. For tradable and non-tradable producer services, higher exchange rate 
uncertainty would lead to fewer FDI occurrences. On an average, across all types of 
services, higher U.S. unit labor costs relative to Japan had a deterrent effect on 
Japanese service FDI as well. The exchange rate as a policy instrument with respect to 
service FDI, as the empirical results suggested that service FDI has been positively 
correlated with the yen/dollar exchange rate, it would take large increases in the 
exchange rate level to trigger FDI entry into U.S. service industries. 
At last he concluded that Over the last three decades the role of services has been 
understated with respect to FDI and more analysis will be required to catch up with 
the evolution of services and the increasing tradability of services due to information 
technology and outsourcing. He found that historically the exchange rate was 
correlated with service FDI flows. However, labor costs are becoming of primary 
importance as services employment was moved across international borders due to 
lower relative labor cost.  
Jing Z. (2008) showed four empirical testing related to Foreign Direct Investment, 
Governance, economic growth and the environment. The results of the Indicated that 
an intra-country pollution has an effect that does exist in China and FDI is attracted to 
regions that have made more attempts on fighting against corruption and that have 
more well-organized government. Lastly, government variables do not have a 
significant effect on environmental regulation and economic growth has a negative 
effect on environmental quality at current income level in China and foreign 
investment has positive impact on water pollutants and a neutral effect on air 
pollutants.  
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Basu P. N. & Vani A. (2007) attempted to study the qualitative shift in the Foreign 
Direct Investment inflows in India in – depth in the last fourteen odd years They 
found that the country is not only cost – efficient but also hot destination for Research 
& Development activities. They also found out that R&D as a significant determining 
factor for FDI inflows for most of the industries in India. The software industry is 
showing demanding R&D activity, which has to be channelized in the form of export 
promotion for infiltration in the new markets. They also concluded the presence of 
strong negative impact of corporate tax on FDI inflows. 
Kim Y. H. (2007) discussed about the impact of regional economic integration on 
industrial relocation of participating countries focusing on the role of foreign direct 
investment. He also demonstrated about the preferential trade agreement which 
increases intra-bloc vertical FDI flows when the integrating countries show large 
differences in factor costs. The whole study is based on oligopoly model of three 
countries competing in cournot fashion. The finding of the study shows that the 
impact of free trade agreement formation between countries with asymmetric 
technology, factor prices and market sizes on FDI flows .    
Selvakumar M. & Ambika T. (2007) discussed the emergence of India as one of the 
fastest growing economies in the 1990‟s was due to rapid growth of service sector. 
India has also become an exporter of services. They stated that 1.4 per cent of global 
exports were in services. He also explained the global trend of FDI inflow in service 
sectors. They concluded that FDI in services responds good due to openness and 
liberalization of services provides advantages for Indian economy. FDI in services 
provide key inputs to other productive activities that lead to further investment and 
competitiveness of an economy. The results of the study indicate that efficiency 
seeking FDI through a right policy could improve the operation, enhance local skills, 
establish linkages and upgrade technology. 
Tatonga G. R. (2007) analyzed the movement and determinants of inward Foreign 
Direct Investment to South Africa for the period from 1975 to2005. The analysis 
showed that openness, exchange rate and financial growth are important in the long 
period determinants of Foreign Direct Investment. Improved openness and financial 
development attract Foreign Direct Investment while an raise in the exchange rate 
determines Foreign Direct Investment to South Africa. Market size appeared as a 
short run determinant of Foreign Direct Investment although it is reduced in its 
importance. The analysis revealed that Foreign Direct Investment itself, imports and 
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exchange rate explicated a relevant amount of the forecast error variance. The effect 
of market size variable is low and declining over a period of time. 
Swapna S. S. (2007) made an attempt to focus the emerging markets that are slacker 
in attracting Foreign Direct Investment, such as India, can learn from principal 
countries in attracting Foreign Direct Investment, such as China in global economy. 
The research compares Foreign Direct Investment inflows in China and India. He 
found that India has developed due to its human capital, size of market, rate of growth 
of the market and political consistency. For China, amiable business climate factors 
comprising of making structural transformation, creating planned infrastructure at 
SEZs and taking strategic course of action initiatives of providing economic freedom, 
opening up its economy, attracting diasporas and formation of flexible labour law 
were identified as elements for attracting Foreign Direct Investment. 
Sasidharan S. & Ramanathan A. (2007) undertake to examine the spillover effects 
from the mode of entry of foreign companies using a firm level data of Indian 
manufacturing industries. Firm level data of Indian manufacturing industries are taken 
for the period from 1994 to 2002. They considered both horizontal and vertical 
spillover impact of Foreign Direct Investment. The research found no proof of 
horizontal spillover effects however they found negative vertical spillover effects 
which were consistent with the results of the earlier studies. 
Diana V. M. (2007) in his paper focused on Central and Eastern European former 
state – planned economies and investigated why multinationals chose to locate their 
investments in these countries. The main findings of the study are that market 
potential, privatization and agglomeration factors have significant effects upon FDI 
location choice, helping to explain the attractiveness for FDI of these host countries.  
Kostevc C. Tjasa R. & Andrej S. (2007) analyzed the relation between FDI and the 
quality of the institutional environment in transition economies. The analysis 
confirmed a significant impact of various institutional aspects on the inflow of foreign 
capital. To isolate the importance of the institutional environment from the impact of 
other factors, a panel data analysis was performed using the data of 24 transition 
economies in the period 1995-2002. The findings showed that in the observed period 
the quality of the institutional environment significantly influenced the level of FDI in 
transition economies. Other variables that proved to have a statistically significant 
influence were budget deficit, insider privatization and labour cost per hour. 
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Rudi B. (2007) investigated the existence of a significant FDI- Export linkage in 
China, he used panel data at the provincial level for the period  1995 to 2003. The 
theory of FDI proposes the possibility of an export creating effect. However, the 
results show that if the model is correctly specified, there is no evidence for the 
existence of a significant FDI-export linkage. The study concluded that the claims of 
the reference studies concerning the presence of a FDI – export linkage are not valid. 
Nirupam B. & Jeffrey D. S. (2006) they tried to identify the issues and problems 
associated with India‟s current FDI regimes, and more importantly the other 
associated factors responsible for India‟s unattractiveness as an investment location. 
Despite India offering a large domestic market, rule of law, low labour costs, and a 
well working democracy, her performance in attracting FDI flows have been far from 
satisfactory. The conclusion of the study is that a restricted FDI regime, high import 
tariffs, exit barriers for firms, stringent labor laws, poor quality infrastructure, 
centralized decision making processes, and a very limited scale of export processing 
zones made India an unattractive investment location. 
Sharma R. K. (2006) examined the issues and financial compulsions presented in the 
consultation paper prepared by the Commerce Ministry, which is marked by Shoddy 
arguments, perverse logic and forced conclusions. He raises four issues which need 
critical attention: the objectives of higher education, its contextual relevance, the 
prevailing financial situation and the viability of alternatives to FDI. The conclusion 
of the study is that higher education needs long – term objectives and a broad vision 
in tune with the projected future of the country and the world. Higher education will 
require an investment of Rs. 20,000 to 25,000 crore over the next five or more years 
to expand capacity and improve access. To sum up, it can be said that industrial 
clusters are playing a significant role in attracting FDI at Inter – industry level.  
Stahler F. (2006) has employed a model of two symmetric countries in which 
coexistence of both national and multinational firms is possible in equilibrium. The 
study shows that the welfare economics of foreign direct investment (FDI) has 
addressed in a model of two countries and two periods. In the first period, firms enter 
markets as national firms, in the second period, FDI is possible. He stated that FDI 
reduces market entry in the first period and equilibrium profits in the second period. 
Compared to a trade regime without any FDI, prices are higher in the first period but 
lower in the second period. FDI unambiguously improves the sum of discounted 
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consumer surplus if demand functions are linear or log–linear and entry is free in the 
first period. 
Kim Y.H. (2006) examined in his paper the impacts of regional economic integration 
on the industrial relocation of participated  countries focused  on the role of foreign 
direct investment. He demonstrates that Focus on the integrating countries‟ 
asymmetries in technology and market size, preferential trade agreement increases 
intra-bloc vertical FDI flows when the integrating countries show large differences in 
factor costs. Moreover, when the technology gap is relatively large between the 
integrating countries, inter-bloc horizontal FDI tends to inflow to a county with a 
higher technology level even though its factor cost is higher. He derived the results 
that Korea–China FTA might increase the inter-bloc horizontal FDI inflows into 
Korea when Korea has significant technological advantage while the intra-bloc 
vertical FDI inflows into China might be increased with increased pressure on the 
Korean economy to specialize in the headquarter service sector. 
J.W. Fedderke & A.T. R. (2006) tried to study the growth impact and the 
determinants of foreign direct investment in South Africa. They used standard 
spillover model of investment and they framed new model of locational choice in FDI 
between domestic and foreign alternatives. They found that both foreign and domestic 
capital are complementary to each other in the long run, implying a positive 
technological spillover from foreign to domestic capital. Further they found that 
foreign direct investment in South Africa  tend to be capital intensive and also 
suggested that foreign direct investment has been horizontal rather than vertical. 
Lisa De Propis and Nigel Driffield (2006) examined the link between cluster 
development and inward foreign direct investment. They concluded that firms in 
clusters gain significantly from FDI in their region, both within the industry of the 
domestic firm and across other industries in the region.  
Rhys J. (2006) focused on the impact of FDI on employment in Vietnam, a country 
that received considerable inflow of foreign capital in the 1990s as part of its 
increased integration with the global economy. He revealed that the indirect 
employment effects have been minimal and possibly even negative because of the 
limited linkages which foreign investors create and the possibility of “crowding out of 
domestic investment”. Thus, he found out that despite the significant share of foreign 
firms in industrial output and exports, the direct employment generated has been 
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limited because of the high labour productivity and low ratio of value added to output 
of much of this investment. 
Emrah B. (2006) in his study examined the possible causal relationship between FDI 
and economic growth in Turkey. She found out that there is neither a long run nor a 
short run effect of FDI on economic growth of Turkey. Thus, the study could not find 
any patterns for each hypothesis of “FDI led Growth” and “Growth driven FDI” in 
Turkey. The main reason of this result is that the country had unstable growth 
performances and very low FDI inflows for the period under analysis. She suggested 
that in order to have a sustained economic  development the government should 
improve the investment environment with the ensured political and economic stability 
in the country. 
Belem I. Vasquez G. (2006) discussed the importance of liberalization and FDI on 
Mexico‟s economy. The major findings of the study demonstrated that the main 
determinants of GDP are capital accumulation, labour productivity and FDI. Further, 
findings confirm that exports, differences in relative wages and currency depreciation 
are explicative of FDI. Exports are highly dependent on the world economy and 
exchange rate fluctuations. Labour productivity and FDI improve human capital. 
Similarly GDP and human capital induce productivity gains and capital accumulations 
improve due to technology transfers, infrastructure, personal income and peso 
appreciation. He showed that an expansionary monetary policy has the capacity to 
decelerate the interest rate and thereby to enhance FDI and its spillovers. 
Garrick B. (2006) reviewed the three essays on technology adoption from FDI and 
exploring. The first essay investigated how technology that accompanies FDI diffuses 
in the host economy and found that multinationals wish to limit technology leakage to 
domestic rivals, they benefits from deliberate technology transfer to suppliers that 
may lower input prices or raise input quality. The second essay examined how firm 
attributes affect innovation by investing the adoption of technology brought with FDI. 
The findings suggested that the more competent firms have already adopted 
technologies with high returns and low costs, whereas less competent firms have 
room to catch up and can still benefit from the adoption of „low hanging fruit 
technology‟ the third essay found whether firms acquire technology though exporting 
and found strong evidence that firms benefits from a onetime jump in productivity 
upon entering export markets. 
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Zhang, K.H (2005) has tried to place proper emphasis on the role of foreign direct 
investment(FDI) in the export promotion by studying the china‟s economy. He stated 
in his findings that China‟s export boom was accompanied by substantial inflows of 
FDI and China stood 32
nd 
among the exporting countries of the world in 1978 and 
became the 3
rd
 largest exporting country in the world in 2004. 
 Maathai K. M. (2005)  tried to examine the long-run relationship of FDI with the 
Gross Output, Export and Labour Productivity in the Indian economy at the sectoral 
level by using the annual data from 1990-91 to 2000-01. He used the Panel co-
integration (PCONT) test and the results demonstrate that the flow of FDI into the 
sectors has helped to raise the output, labour productivity and export in some sectors 
but a better role of FDI at the sectoral level is still expected. Results also reveal that 
there has been no significant co-integrating relationship among the variables like FDI 
Gross Output, Export and Labour Productivity in core sectors of the economy. He 
again explained that when there is an increase in the output, export or labour 
productivity of the sectors it is not due to the advent of FDI. Thus, it could be 
concluded that the advent of FDI has not helped to wield a positive impact on the 
Indian economy at the sectoral level.  
He also observed from research analysis that at the sectoral level of the Indian 
economy, FDI has helped to raise the output, productivity and export in some sectors. 
However, the result of the PCONT that a very minimal relation in these variables 
(output, labour productivity and export) has established by the FDI inflows into the 
sectors. He stated that the spirit with which the economy has been liberalized and 
exposed to the world economy at the late eighties and early nineties has not been 
achieved after so many years.  He advocated to open up the export oriented sectors . 
Rashmi B. (2005)  focused on the emergence service sector  as the largest and fastest-
growing sector in the global economy in the last two decades, which provides more 
than 60 per cent of global output and in many countries an even larger share of 
employment. The study revealed that the growth in services has also been 
accompanied by the rising share of services in world transactions. She stated that 
there has been a marked shift of FDI away from the manufacturing sector towards the 
service sector worldwide. The share of services in total FDI stock has now increased 
to around 60 per cent since 2002 as compared with less than half in 1990s. She further 
tried to identify some of the conceptual issues and provide a selective review of both 
theoretical and empirical studies on these issues.  
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She identified some conceptual issues with respect to FDI in service which are the 
differences between FDI in services and FDI in goods; the relevance of the “theory of 
FDI” for explaining the important determinants of FDI in services. Some of the 
distinctive characteristics of services have been discussed along with the relevance 
“FDI theory” as against “trade theory” in explaining why FDI in services occur. She 
further suggested that the obstacles to lowering restrictions on global services can be 
categorized into two broad categories: first, those indicating a lack of incentives or 
practical difficulties in negotiations and second, those represent outright opposition 
particularly by developing countries to any negotiations.  
Klaus et al (2005) revealed that considerable variations of the characteristics of FDI 
across the four countries, with the restrictive policy regimes, and have gone through 
liberalization in the early 1990. Yet the effects of this liberalization policy on 
characteristics of inward investment vary across countries. Hence, the causality 
between the institutional framework including informal institutions and entry 
strategies merits further investigation. They found appropriate ways to control for the 
determinants of mode choice, when analyzing its consequences. They concluded that 
the policy makers need to understand how institutional arrangements may generate 
favourable outcomes for both the home company and the host economy. Hence, there 
is a need to better understand how the mode choice and the subsequent dynamics 
affect corporate performance and how it influences externalities generated in favour 
of the local economy. 
Chen Kun- M., Rau Hsiu –H. & Lin Chia – C. (2005) examined the impact of 
exchange rate movements on FDI. Their empirical findings indicate that the exchange 
rate level and its volatility in addition to the relative wage rate have had a significant 
impact on Taiwanese firms‟ outward FDI into China. They concluded that the 
relationship between exchange rates and FDI is crucially dependent on the motives of 
the investing firms. 
Korhonen K. (2005)  focused that the political environment of the firm in the host 
country may have a special role among the other parts of the firm‟s environment 
because of the supremacy of the host government to use its political power in order to 
intervene in FDI. She also stated that TNC may not need to bargain alone but may 
lobby from its home government. She further added the concept of authority services 
to the list of TNC‟s bargaining techniques. The empirical results of the study 
suggested that the change in the political environment in Korea in 1998 had a clear 
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impact on foreign investment in Korea. The findings indicate that repeat investments 
had been engaged regardless of the investment policy liberalization but the 
acquisitions had not taken place without the change in Korea‟s investment policy. The 
results also suggested that the modified strategy performance model can be 
successfully used to assess the impact of change in the firm‟s external environment. 
The results indicate that firms scan their political environment continuously in order 
to anticipate and respond to possible changes. 
Rydqvist J. (2005) analyzed if there are any changes in the flow of FDI during and 
after a currency crisis. He found that there are no similarities in regions or year of 
occurrence of the currency crisis. The depth, length and structure of each currency 
crisis together with using the right definition of a currency crisis are two important 
factors relating to the outcomes in this study.  
Thai T. D. (2005) tried to examine the impact of FDI on Vietnamese economy by 
using Partial Adjustment Model and time series data from 1976 to 2004. FDI is shown 
to have not only short run but also long run effect on GDP of Vietnam. He also 
examined the impact of trade openness on GDP and it is found that trade is stronger 
than that of FDI. 
Johannes C. J. (2005) evaluated the influences of a number of economic and socio –
political influences of neighboring countries on the host country‟s FDI attractiveness. 
Three groups, consisting of developed, emerging and African countries were 
evaluated, with the main emphasis on African countries. He indicated that an 
improvement in civil liberties and political rights, improved infrastructure, higher 
growth rate and a higher degree of openness of the host country, higher levels of 
human capital attract FDI to the developed countries but deter FDI in emerging and 
African countries indicating cheap labour as a determinant of FDI inflows to these 
countries. Further, Oil –Owned countries in Africa‟s attract more FDI than non – oil 
endowed countries – emphasizing the importance of natural resources in Africa.  
Kulwinder S. (2005) tried to explore the uneven beginnings of FDI, in India and 
examines the developments (economic and political) relating to the trends in two 
sectors: industry and infrastructure. He concluded that the impact of the reforms in 
India on the policy environment for FDI presented a mixed picture. The industrial 
reforms have gone far, though they need to be supplemented by more infrastructure 
reforms, which are a critical missing link. 
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Guruswamy, S., Mohanty & Thomas (2005) observed that retail in India is severely 
constrained by limited availability of bank finance, dislocation of labor. They 
suggested suitable measures like need for setting up of national commission to study 
the problems of the retail sector and to evolve policies that will enable it to cope with 
FDI. They concluded that the entry of FDI in India‟s retailing sector is inevitable. 
However, with the instruments of public policy in its hands, the government can slow 
down the process. The government can try to ensure that the domestic and foreign 
players are more or less on an equal footing and that the domestic traders are not at a 
special disadvantage. The small retailers must be given the opportunity to provide 
more personalized service, so that their higher costs are taken advantage of by large 
supermarkets and hypermarkets.  
Sarma E. (2005) in his work examined the constraints faced by traditional retailers in 
the supply chain and gave an emphasis on establishment of a package of safety nets as 
Thailand has done. India should also draw lessons from restrictions placed on the 
expansion of organized retailing, in terms of sourcing, capital requirement, zoning etc, 
in other Asian countries. He made comments on the retail FDI report that as 
commissioned by the Department of Consumer Affairs and suggested the need for a 
more comprehensive study. 
Rachel G. Stephen R. & Helen S. (2004) they examined in their paper the 
relationship between foreign ownership and productivity paying attention to two 
issues that was the role of multinationals in service sectors and the importance of 
R&D activity conducted by foreign multinationals. They reviewed existing theoretical 
and empirical work which largely focused on manufacturing before presenting new 
evidence using establishment-level data on production, service and R&D activity for 
the United Kingdom. They found that multinationals played an important role in 
service sectors and that entry of foreign multinationals by takeover is more prevalent 
than greenfield investment. They observed that British multinationals have lower 
levels of labour productivity than foreign multinationals but the difference has less 
stark in the service sector than in the production sector and that British multinationals 
have lower levels of investment and intermediate use per employee.  
Richard D S. (2004) observed that the Globalization has challenged the health 
policy-makers, so he selected the important area service sector which focused on  
significant aspect of direct trade in health services, a result of the rise of transnational 
corporations, challenges in health care financing, porous borders and improved 
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technology creating the scope for increased FDI in health care. This has gathered 
momentum with the General Agreement on Trade in Services (GATS), which aims to 
further liberalize trade in services, and within which FDI has been noted as perhaps 
the most critical area for trade negotiation. There have been little empirical data for 
the rapid development of this area. This study seeks to provide the first 
comprehensive and systematic review of evidence concerning FDI and health 
services. He included electronic bibliographic database searches, website searches and 
correspondence with experts in the area of trade in health services, from which 76 
papers, books and reports have been reviewed. He observed the three issues (i) the 
extent to which a national health system has commercialized more significance than 
whether investment in it is foreign or domestic; (ii) the national regulatory 
environment and its „strength‟ will significantly determine the economic and health 
impact of FDI, the effectiveness of safeguard measures and the stability of GATS 
commitments and (iii) any negotiations will depend upon parties having a common 
understanding of what is being negotiated, and the interpretation of key definitions is 
thus critical. He concluded that countries should take a step back and first think 
through the risks and benefits of commercialization of their health sector rather than 
being sidetracked into considering the level of foreign investment. 
Iyare S. O, Bhaumik P. K, Banik A. (2004) in their work stated that FDI flows are 
generally believed to be influenced by economic indicators like market size, export 
intensity, institutions, etc, irrespective of the source and destination countries. The 
study shows that the neighborhood concepts are widely applicable in different 
contexts particularly for China and India, and partly in the case of the Caribbean. 
There are significant common factors in explaining FDI inflows in select regions. 
While a substantial fraction of FDI inflows may be explained by select economic 
variables, country – specific factors and the idiosyncratic component account for more 
of the investment inflows in Europe, China, and India. 
Andersen P.S & Hainaut P. (2004) pointed out that while looking for evidence 
regarding a possible relationship between FDI and employment, in particular between 
outflows and employment in the source countries in response to outflows. They also 
found that high labour costs encourage outflows and discourage inflows and that such 
effect can be reinforced by exchange rate movements. The distribution of FDI 
towards services also suggests that a large proportion of foreign investment is 
undertaken with the purpose of expanding sales and improving the distribution of 
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exports produced in the source countries. According to this study the principle 
determinants of FDI flows are prior trade patterns, IT related investments and the 
scopes for cross-border mergers and acquisitions. Finally, they found clear evidence 
that outflows complement rather than substitute for exports and thus help to protect 
rather than destroy jobs.  
Salisu A. A. (2004) examined the determinants and impact of FDI on economic 
growth in developing countries using Nigeria as a case study. He observed that 
inflation, debt burden and exchange rate significantly influence FDI flows into 
Nigeria. He suggested the government to pursue prudent fiscal and monetary policies 
that will be geared towards attracting more FDI and enhancing overall domestic 
productivity, ensure improvements in infrastructural facilities and to put a stop to the 
incessant social unrest in the country. He concluded that the contribution of FDI to 
economic growth in Nigeria was very low even though it was perceived to be a 
significant factor influencing the level of economic growth in Nigeria. 
Jainta C. (2004) assessed the determinants of Japanese and American FDI in 
Thailand during 1970-2000. In this analysis, the short and long-term determinants of 
both FDI are estimated. He concluded that, in the short and the long run, Japanese 
FDI is found to be driven by trade factors and the yen appreciation. While the 
American FDI is driven by market factor, specifically the income level of Thai 
people. Japanese FDI is trade – oriented, whereas the American FDI is market – 
seeking oriented. 
Minquan liu, Luodan Xu, Liu Liu (2004) presented findings from a Survey of 
Foreign Invested Enterprises (FIEs) in Guangdong China, on the relationship between 
FDI and wage – related labour standards (regular wages, and compliance with official 
overtime and minimum wage) which show that wage – related standards are 
statistically high in FIEs whose home countries‟ standards are higher, after controlling 
for other influences. However, a cost – reduction FIE is more likely to be associated 
with inferior standards. 
Park J. (2004) tried to indicate that industrial clusters are playing an important role in 
economic activity. The key to promote FDI inflows into India may lie in industries 
and products that are technology – intensive and have economies of scale and 
significant domestic content.  
Nayak D.N (2004) analyzed the patterns and trends of Canadian FDI in India. He 
found out that India does not figure very much in the investment plans of Canadian 
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firms. The reasons for the same is the indifferent attitude of Canadians towards India 
and lack of information of investment opportunities in India are the important 
contributing factor for such an unhealthy trends in economic relation between India 
and Canada. He suggested some measures such as publishing of regular documents 
like newsletter that would highlight opportunities in India and a detailed focus on 
India‟s area of strength so that Canadian firms could come forward and discuss their 
areas of expertise would got long way in enhancing Canadian FDI in India.  
Naga R. R (2003) discussed the trends in FDI in India in the 1990s and compared 
them with China. The study raised some issues on the effects of the recent 
investments on the domestic economy. Based on the analytical discussion and 
comparative experience, he concluded by suggesting a realistic foreign investment 
policy.  
Taewon S. Omar J. K. (2003) investigated to explore the effect of both the increase 
in Foreign Direct Investment inflows and the increase in information and 
communication technology infrastructure investments on exporting in ASEAN 
countries compared with two other major trade blocs i.e. CEFTA and LAIA. The 
analysis is based on data from cross, section of countries (26 emerging markets from 
three trade blocs) for the period of 1995 to 2000. The results showed that enlarge of 
investment in ICT infrastructure earnings positive and relevant returns in the national 
exporting level only for the ASEAN / AFTA and CEFTA model.  
Klaus et al (2003) focused on the impact of Foreign Direct Investment on host 
economies and on rules and managerial inference arising from this impact. He 
suggested that as emerging economies integrate into the global economies 
international trade and investment will continue to increase. MNEs will continue to 
act as important interface between domestic and international markets and their 
relative significance may even augment further. The wide and variety interaction of 
MNEs with their host countries may tempt strategy makers to micro-manage inwards 
foreign investment and to aim their instruments at attracting very exact types of 
projects.  
The study concluded that the first priority should be on increasing the general 
institutional framework such as to improve the efficiency of markets, the effectiveness 
of the public sector management and the availability of infrastructure. On that basis 
bendable schemes of promoting new industries may further increase the chances of 
developing internationally competitive business come together.  
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Rob & Vettas, (2003) revealed that an MNC can serve the foreign demand by two 
modes or by a combination thereof. It can export its products or it can create 
productive capacity via FDI. The advantage of FDI is that it allows for lower marginal 
cost than exporting does. The disadvantage is that FDI is irreversible and hence 
entails the risk of creating under-utilized capacity in case the market turns out to be 
small. An internal solution may be the MNC both export and makes FDI under certain 
conditions 
Zebregs H. & Tseng W. (2002) Tried to examine the China‟s experience with FDI 
and seek to answer the question why china is more successful in attracting the FDI 
.They argued about the  market-oriented reforms and “opening up ” policy pursued by 
China have led high economic growth and a dramatic economic transformation in the 
form of higher investment and productivity growth and has created jobs and dynamic 
export sector. One unique factor in China‟s success is the presence of investors who 
form two of the most dynamic economies in the region. Apart from the economic 
environment, political commitment is an important ingredient for attracting FDI. 
Lehmann A. (2002) in his study identified the determinants of FDI profitability in 
industrialized and developing countries of the world. He argued that the return on 
foreign direct investment suggested profitability is widely underestimated. The results 
of the study also highlighted the costs of risky investment regimes in developing 
countries. 
Alguacil, M.T. (2002) concluded in his study that the involvement of  foreign firms 
had a higher export propensity than local firms. He also suggested a type of FDI –led 
export growth linkage and thus the integration of India in the world economy is being 
fostered by the export orientation of foreign firms. 
 Branstettter, L.G. (2002) stated that the focus of development efforts shifts from 
public to private, it is clear that one of the barriers will deeply entrench the role of 
state-owned enterprises of the country to increase export through FDI.  
Pawin T. (2001) tried to identify and investigated the „industry – level Determinants‟ 
of FDI in the context of Asian industrializing countries by using the data on Japanese 
FDI in Thailand. He examined the influences of location – specific characteristics of 
host industries such as factor endowments, trade costs, and policy factors. More 
distinctively, He examined the effect of vertical (input-output) linkages among 
Japanese firms. He found out that Japanese FDI in Thailand was not evenly 
distributed across manufacturing activities. Some capital / technological – intensive 
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industries like rail equipments and air craft‟s did not receive any FDI during a 
specified period. On the other hand, other relatively labour – intensive industries like 
TV Radio, and communications equipment industry and motor vehicle industry 
received disproportionately large values of FDI. 
Khor C. B. (2001) attempted to investigate the relationship between Foreign Direct 
Investment and economic growth. He found that bidirectional causality exist between 
Foreign Direct Investment and economic growth in Malaysia i.e. while growth in 
GDP attracts Foreign Direct Investment, FDI also contributed to an enlarge in output. 
Foreign Direct Investment played a important role in the diversification of the 
Malaysian economy, as a result of which the economy is no longer hazardously 
dependent on a little primarily commodities, with the manufacturing sector as the 
main source of growth. 
Liu X.,Wang C. & Wei Y.  (2001) examined the causal relationship between foreign 
direct investment (FDI) and foreign trade of China. The study is empirical and based 
on a panel of bilateral data for China and 19 regions for the period from 1984 to 1998. 
In order to analyze the panel data the researchers have used econometric techniques to 
test unit roots and causality. The standard t-bar and LM-bar tests have been carried 
out to test for unit roots for the variables involved. Then Granger causality tests have 
been conducted based on a standard VAR model with stationary time series of the 
variables.  The results of the study indicate a virtuous procedure of development for 
China, the growth of China‟s imports causes the growth in inward FDI from a home 
region and the growth of exports from China to the home region. The main reason in 
growth of exports is the growth in imports. 
Kostial K. & Gropp R. (2000) discussed the linkage between FDI , corporate 
taxation and corporate tax revenues of European Union (EU) countries . They found 
that flows of FDI between the countries are affected by the tax regimes. Simulations 
of EU harmonization (isolating the revenue effect of FDI on the Tax base from direct 
effects through the rate harmonization) suggested that high (low) tax countries would 
gain (lose) revenue from harmonization , these effects may be substantial. Results of 
the study revealed that EU tax harmonization would significantly affect the net FDI 
position of some countries. 
Sharma & Kishor (2000) by analyzing the data from 1970 to 1998 he a viewed that 
the Export growth in India has been much faster than GDP growth over the past few 
decades. Several factors appeared to have contributed to this phenomenon including 
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FDI. However, despite increasing inflows of FDI especially in recent years there has 
not been any attempt to assess its contribution to India's export performance one of 
the channels through which FDI influences growth. 
Sanjaya L. (2000) attempted to review the emerging documents and research issues 
in the context of vast technological change and policy liberalization. The study also 
deals with the benefits and costs of Foreign Direct Investment He emphasized on the 
impact of Foreign Direct Investment on local firm development, static versus dynamic 
benefits and bargaining with TNCs. He concluded with a concise catalogue of 
outstanding research matter.  
Gazioglou S. & McCausland W.D. (2000) developed a micro – foundations 
framework of study of Foreign Direct Investment and included it into a macro level 
analysis. They indicated the importance of profit repatriation in generating different 
impact of Foreign Direct Investment on net international debt, trade and real exchange 
rate in developed economies compared to less developed economies. 
Morris S. (1999) evaluated the features of Indian Foreign Direct Investment and the 
nature and form of control exercised by Indians firms, the causal issues that underlie 
Indian Foreign Direct Investment and their specific strengths and weaknesses using 
data from government files. For this, case studies of firms in the textiles, paper, light 
machinery, consumer durables and oil industry in Kenya and South East Asia were 
assessed. He found that the indigenous private corporate sector was the major basis of 
investments. Resources seeking Foreign Direct Investment has started to constitute a 
large portion of Foreign Direct Investment from India. The only truly general force is 
the unstoppable push of capital to seek markets whether through exports or when state 
at home put a brake on accretion and form abroad permit its persistence. 
Alhijazi, Tahya Z.D. (1999) presented merit and demerit of Foreign Direct 
Investment for developing countries and other involved parties. He inspected the 
regulation of Foreign Direct Investment as a means to balance the interests of the 
related parties, giving an appraisal of the balance of interests in some existing and 
possible Foreign Direct Investment regulations. He also tinted the case against the 
deregulation of Foreign Direct Investment and its outcome for developing countries. 
The study concluded by formulating regulatory Foreign Direct Investment guidelines 
for developing countries. 
Nicole E. Kristina A.M. & Martin S. (1999) attempted to inspect that the 
internationalization has traditionally been using a single theoretical structure in the 
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context of large manufacturing companies. They argued that it is more applicable to 
examined FDI theory including transaction cost analysis, they conducted studies of 
four New Zealand-based engineering companies classified SME‟s. The research 
identified and analyzed patterns and effects the smaller service firm's decision to 
internationalize, subsequent internationalization, market selection and form of entry. 
Their findings show that SMEs internationalization in the engineering related sector 
has a complex procedure and concepts intrinsic in FDI theory, the stage models and 
the network outlook are all evident. The study results hold the argument that service 
internationalization has been too wide large concept to be defined exclusively or to be 
observed by every theoretical frame work. 
Gonzalez J.G (1988) extended the work done by Srinivasan(1983) by adding an 
analysis of the welfare effects of foreign investment. The study indicates that if there 
are no distortions, foreign investment will improve the social uplift of the people. The 
study strongly favors import replacement policies since such a strategy provides 
greater job opportunities to the people and as a result improves their standards of 
living. But he analyzed that welfare effects of foreign Investment do not elucidate the 
pattern of trade in the economy. Thus, both Srinivasan (1983) and Gonzalez (1998) 
found that FDI and deformation of the labor market results in social boost of the 
people. 
Borensztein E Gregorio D.J. & Lee J.W (1998) examined the outcome of FDI on 
economic growth in a cross-country regression framework through utilizing data on 
FDI flows from industrial countries to 69 developing countries from last two decades. 
The findings of the study suggested that FDI is an important vehicle for the transfer of 
technology, contributing relatively more to growth than domestic investment. The 
study revealed that the higher productivity of FDI holds only when the host country 
has a minimum threshold stock of human capital. Thus, FDI contributes to economic 
growth only when a sufficient absorptive capability of the advanced technologies is 
available in the host economy. The main finding of the study is the effect of FDI on 
economic growth and is dependent on the level of human capital available in the host 
economy. It is a positive interaction between FDI and the level of educational 
accomplishment.  
Okuda S. (1994) examined how Foreign Direct Investment policies affected 
productivity of Taiwan‟s manufacturing sector. As an indicator of efficiency, TEP 
indices of the Taiwan manufacturing were measured at the subsector level. He 
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mentioned that the TEP growth for manufacturing as a whole was 2.6 per cent per 
annum the electronics and machinery maintained high productivity performance while 
assessing the relationship between TEP and trade and FDI liberalization policies was 
observed. He concluded that the policies of the Taiwan government have generally 
been significant. 
Bhagwati J.N. (1978) checked the effect of FDI on international trade.  He found that 
countries actively pursuing export led growth strategy can reap vast benefits from 
Foreign Direct Investment.  
Crespo N. & Fontoura P.M. (2007) analyzed the factors explaining the existence, 
dimensions and sign of Foreign Direct Investment spillovers. They identified that FDI 
spillovers depend on many aspect like absorptive capacities of domestic companies 
and regions, the technological break or the export capacity.  
 
CONCLUSION 
The review of literature helps in identifying the research issues and gaps for the 
present study. The foregoing review of empirical literature confirms/highlights the 
theoretical and conceptual concepts of service sector FDI and also helps in 
identification of variables which has been covered by the various researchers in their 
study. From gone through the existing literature, appropriate research technique has 
been selected for the study. 
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3.1 INTRODUCTION 
Foreign direct investment plays a major role in the progress process which has been 
evolved over time. Starting from the mid‐sixties when the role of FDI in economic 
development was recognized and obstacles to the flow of FDI from industrialized to 
developing countries were sought to be removed there was a sharp change in the early 
1970s when Transnational Companies(TNCs), the chief vehicles for FDI, were looked 
at suspiciously notwithstanding the recognized benefits. The dominant approach was 
to “monitor, restrict and regulate the activities of TNCs”. Following the commercial 
bank debt crisis and the aid fatigue in the 1980s once again, countries became more 
interested in non‐debt creating sources of external private finance. 
A foreign direct investment (FDI) is a company controlled through ownership by a 
foreign company of foreign individuals.  Control must accompany the investment; 
otherwise it is a portfolio investment. Companies want to control their foreign 
operations so that these operations will help achieve their global objectives. Investors 
who control an organization are more willing to transfer technology and other 
competitive assets. The idea of denying rivals access to resources is called the 
appropriability theory.  Governmental authorities are worried that this control may 
lead to decisions contrary to their countries' best interests. 
 
3.2 DEFINITIONS OF FOREIGN DIRECT INVESTMENT 
The two main definitions of FDI are contained in the balance of payments manual 
(Washington,D.C International Monetary Fund,1993 and 1997) and the second edition 
of the detailed benchmark definitions of foreign direct investment (Paris Organization 
for Economic Co-operation and Development, 1992 and 1996). 
According to balance of payment manual, FDI refers to investment made to acquire 
lasting interest in enterprises operating outside of the economy of the investor. 
Further, in cases of FDI, the investors purpose is to gain an effective voice in the 
management of the enterprise, the foreign entity or group of associated entities that 
makes the investment is termed the “direct investor”. The unincorporated or 
incorporated enterprise- a branch or subsidiary respectively, in which direct 
investment is made – is referred to as a “direct investment enterprise”. Some degree 
of equity ownership is  almost always considered to be associated with an effective 
voice in the management of an enterprise , in the revised manual, IMF suggests a 
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threshold of 10 percent of equity ownership to qualify an investor as a foreign direct 
investor. 
 Once a direct investment enterprise has been identified, it is necessary to define 
which capital flow between the enterprise and entities in other economies should be 
classified as FDI. Since the main feature of FDI is taken to be the lasting interest of a 
direct investor in an enterprise , only capital that is provided by the direct investor – 
either directly or through other enterprises related to the investor –should be classified 
as FDI. The forms of investment by the direct investor which are classified as FDI are 
equity capital, the reinvestment of earnings and the provision of long-term and short- 
term intra-company loans (between parent and affiliate enterprises). 
According to the benchmark definition of the OECD, a direct investment enterprise is 
incorporated or unincorporated enterprise  in which a single foreign investor either 
owns 10 percent or more of the ordinary shares or voting power of an enterprise 
(unless it can be proved that the 10 per cent ownership does not allow the investor an 
effective voice in the management) or owns less than 10 per cent of the ordinary 
shares or voting power of an enterprise, yet still maintains an effective voice in 
management . An effective voice in management only implies that direct  investors 
are able to influence the management of an enterprise and does not imply that they 
have absolute control. The most important characteristic of FDI, which distinguishes 
it from portfolio investment, is that it is undertaken with the intension of exercising 
control over an enterprise. 
Figure 1 : Modes of entry into foreign markets and the level of risk 
 
Source : Miller, A. (3rd Edition) (1998); Strategic Management. Irwin McGraw Hill 
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Table 3.1 Various modes of FDI entry 
Mode Description Advantages Disadvantages 
Exporting Transfer of goods 
or 
services across 
national 
boundaries 
Ability to realize 
location 
and experience-
curve 
economies 
- Avoids the cost of 
establishing  
manufacturing 
operations in 
the host country 
- Low risk 
- High transport 
costs 
- Unpredictability of 
trade barriers 
- Problems with 
local 
marketing agents 
Licensing Foreign licensee 
buys the rights to 
produce a 
company’s 
product in 
the licensee’s 
country for a 
negotiated fee 
- Low costs of 
development 
of foreign markets 
and risk 
- Quick growth 
possible 
- Difficult to realize 
location and 
experiencecurve 
economies & to 
engage in global 
strategic 
coordination 
- Difficult to have 
control 
over technology 
Franchising Selling to 
franchisee 
limited rights to 
use 
its brand name and 
business model in 
return for a 
lumpsum 
payment and a 
share of the 
franchisee’s 
profits, 
often in the 
services 
and trade sectors 
- Low costs of 
development 
of foreign markets 
and risk 
- Quick growth 
possible 
- Difficult to engage 
in 
global strategic 
coordination 
- Difficult to control 
quality 
Strategic 
alliance/ 
Joint 
Venture 
Sharing of 
ownership 
stake and 
operating control 
by 
both parent 
companies 
- Access to local 
partner’s 
knowledge 
- Shared 
development 
cost and risk 
- Easier political 
acceptability 
- Facilitate the 
transfer of 
complementary 
- Difficult to engage 
in 
global strategic 
coordination and to 
realize location and 
experience-curve 
economies 
- Risk of giving 
away 
technological know-
how 
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skills and market access 
to 
alliance partner for 
a 
small return 
Wholly 
owned 
subsidiary 
Parent company 
owns 100 percent 
of 
the subsidiary’s 
stock 
- Protection of 
Technology - 
Ability to engage in 
global strategic 
coordination 
and to realize 
location and 
experience curve 
economies 
- High costs and 
risks 
- Divergent 
corporate 
cultures and 
priorities 
Source: Compiled from various sources 
Figure 3.2: India’s outward direct investment based on mode of entry
 
Source: Research and Publications, IIMA  ,INDIA W.P. No. 20100301 ,Page No. 27 
 
INTENT OF FOREIGN DIRECT INVESTMENT 
The predominant intents for investing abroad have been identified as follows: 
• Market Seeking: Market seeking investment is driven by gaining access to local or 
regional market and investing locally could help to prevent some operational costs 
such as those of distribution. Market seeking foreign investment is the predominant 
intent in case of IT, pharmaceuticals, auto components, construction, telecom and 
tyres & tubes. 
• Technology or Brand Seeking: Firms may also invest in order to gain access to 
new technology or to acquire some brands or products. Technology or brand or new 
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product seeking kind of foreign investment intent is predominant in case of capital 
goods, auto and toiletries and food products. 
•Resource Seeking: Resource seeking investment is driven by gaining access to 
natural resources. As expected, oil and gas mining, petroleum products and non 
ferrous metals exhibit resource seeking as their predominant intent of foreign 
investment. 
Efficiency Seeking:  Investment which firms hope will increase their efficiency by 
exploiting the benefits of economies of scale and scope and also those common 
ownership. It is suggested that this type of FDI comes after either resource or market 
seeking investment has been realized with the expectation that it further increases the 
profitability of the firm. 
Strategic-Asset-Seeking :  A tactical investment to prevent the loss of resource to a 
competitor. Easily compared to that of the oil producers who may not need the oil at 
present , but  look to prevent their competitors from having it. 
 
3.3 FDI IN INDIA: TRENDS AND POLICIES   
The last two decades of the 20th century witnessed a dramatic world-wide increase in 
foreign direct investment, accompanied by a marked change in the attitude of most 
developing countries towards FDI Inflows. This significant shift lies in the changes in 
political and social- economic systems that have occurred during the closing years of 
the last century. 
Economic reforms went along with booming FDI in developing countries, which 
attracted a rising share of world-wide FDI flows in the 1990s. In various developing 
countries, FDI plays a more significant role than in developed countries. 
The growth of FDI flows to developing countries has unevenly distributed among 
regions and groups of developing countries. Most FDI inflows continue still to be 
concentrated in 10 to 15 countries overwhelmingly in Asia and Latin America. South, 
East and Southeast Asia has experienced the fastest economic growth in the world and 
emerged as the largest host region. 
Liberalization of the FDI Policy structure, Privatization and economic growth in the 
developing countries attracts the foreign investors. However, small markets with low 
growth rates, poor infrastructure, high indebtedness, slow progress in introducing 
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market and private-sector oriented economic reforms and low levels of technological 
capabilities are not attractive to foreign investors. 
In order to examine the FDI inflows in India can be classified under three sub- periods 
since independence. 
3.3.1 FDI Inflows During 1948-1980: In the mid -1948, when the first survey of 
India’s international assets and liabilities was undertaken by Reserve Bank of 
India(RBI), the stock of foreign investment in the country stood at Rupees 2560 
million and it was mostly of British origin. The bulk FDI was concentrated in export-
oriented raw materials, extractive and service sectors. Tea plantations and jute 
accounted for little over a quarter of total FDI which together contributed half of 
India’s exports; about 32 per cent was in trading and other services, 9 per cent in 
petroleum and only about 20 per cent in manufacturing other  than jute(Kidron,1965). 
By 1980, the stock of FDI in India had gone up to rupees 9332million(RBI,1985). Not 
only the magnitude but also the sectoral composition, sources and organizational 
forms of investment have undergone considerable changes over this period. 
Analysis of sectoral distribution of the stocks of FDI at the end of the financial years 
1964, 1974,1977 and 1980 showed the increasing importance of the  manufacturing  
sector. The manufacturing  sector, which accounted for only about a quarter of FDI 
stocks at the time of Independence and 40 per cent in 1964, accounted nearly 87 per 
cent of them in 1980. This hike in the share of manufacturing has been at the cost of 
plantations, mining, petroleum and services. In all the non-manufacturing sectors the 
absolute volume of FDI as well as its share in total stocks has declined over the period 
1964-1980. Almost all the inflows of FDI to the country after 1964 came to the 
manufacturing sector while disinvestment took place in other sectors. Though   the 
total stock of FDI in the country stagnated during the late1970s in the manufacturing  
sector it steadily increased. This significant reorganization in the sector pattern of 
FDIs in the country had been stimulated by government’s selective policy. 
A few major nationalizations in the non- manufacturing sector also contributed to it. 
Fourteen major banks including one foreign owned bank, Allahabad Bank (Standard 
Chartered Group) were nationalized in 1969, general insurance companies were 
nationalized in 1971, a number of which were British controlled. Petroleum 
investments were nationalized between 1974 and 1976. The share of manufacturing in 
total stock of FDI in India was favorable even when compared to sectoral distribution 
of total flows of FDI to developing countries. Thus, while manufacturing accounted 
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for only 32, 64 and 42 per cent of all American (between 1979 and 1981), British 
(between 1971 and 1978) and Japanese (between 1951 and 1980) FDIs in developing 
countries respectively (UNCTAD1983), it accounted for 87 per cent of FDI stock in 
India. 
Within the manufacturing sector, the new investments were directed to technology- 
intensive sectors such as electrical goods, machinery and machine tools and chemical 
and allied products (chemicals and medicines and pharmaceuticals). These three 
Broad sectors accounted for nearly 58 per cent in 1964. The shares of metals and 
metal products and transport equipment, showed a decline over the 1964-74 period, 
but picked up during 1974-80. The rise in importance of technology intensive 
products in the FDI stock had been at the expanse of traditional consumer goods 
industries such as food and beverages, textiles product, and other chemical products. 
There was a geographical diversification of the sources of FDI to India over this 
period. The home country distribution of FDI manifests considerable erosion of the 
dominance of United Kingdom as the source of FDI. In 1964, the share of the United 
Kingdom was nearly 77 per cent by 1980, it came down to 54 per cent. The United 
states emerged as a major source of FDI, improving its share from 14.5 per cent in 
1964 to 21 per cent in 1980. The other significant source of FDI, the Federal Republic 
Germany, Switzerland, Canada and Sweden, all improved their shares over the period.  
3.3.2 FDI Inflows during 1981-1990: In the decades of eighties FDI inflows 
improved considerably as compared to the decade of the seventies. Between 1981 and 
1989, total FDI inflows registered an increase of 29 times where as the major 
investing countries in India namely, United states, Germany, United Kingdom, Japan 
and Italy recorded an overall rise of 28, 22,48, 173 and 13 per cent respectively. This 
means during the decade of the eighties, Italy emerged as a significant investor in 
India followed by United  Kingdom, United States, Germany and Japan. However, in 
relative terms, in India and its shares was as high as 50 per cent. United states was 
second biggest investor in India with a figure of 21 per cent. 
During the decade of the eighties, the foreign collaborations signed between 
companies in India and its major partner countries have registered a considerable 
increase. The member of total foreign collaborations contracts signed between 1981 
and 1990 stood at 7128. The United States’ figure in regard to total collaborations 
during this period was 1477, followed by Germany with a figure of 1216 and the 
United Kingdom with 1085 collaborations. Out of the total collaborations as much as 
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1760 were the financial collaborations, i.e. nearly 25 per cent. This indicates that 
during the decade of the eighties only one-fourth collaborations were of financial and 
three- fourth were of technical nature. During this decade, there was a rapid rise in 
technical collaborations as compared to financial collaborations. 
In 1981, the United States accounted for 26.3 per cent of India’s total financial 
collaborations and thereafter Germany with figure of 24.6 per cent of the total. The 
United Kingdom accounted for 15.8 per cent i.e. the third biggest collaborator of 
India. Japan and Switzerland constituted 7 per cent each, followed by Netherlands 3.5 
per cent, Italy 1.8 per cent and Canada 1.8 per cent. In 1989, trends were looking 
down and the relative shares of India’s major collaborating nations, except Italy and 
Sweden, also went down. During the decade of eighties, Italy and Sweden did well 
and their relative share in India’s total financial collaborations increased appreciably, 
i.e. 6.5 percent and 3.6 per cent respectively. The relative shares of the largest 
collaborator of India i.e. the USA went down by 5.7 per cent. Germany’s share went 
down by 5 per cent, the UK recorded a decline of 5 per cent. Japan registered a 
decrease of 4.5 per cent. France share went down by 3.7 per cent. Switzerland share 
went down by 2.4 per cent; Netherlands registered a decrease of 0.8 per cent. This 
means that the largest decline was recorded in case of United  States and the lowest 
decrease was registered in regard to Canada. On the whole  the relative performance 
of India’s major financial collaborators was not satisfactory and trends were of erratic 
nature. 
As regards sector-wise distribution of foreign collaborations in the pre-liberalized 
period, the largest number of  foreign collaborations 1678 out of a total 7486 during 
the period 1981-1990, was in electrical and electronics sector. This share came to be 
22.4 per cent of total collaborations during this period. 
Industrial machinery sector was found to be the second largest recipient of foreign 
investment. Its share was recorded to be 21.68 per cent, chemicals industry got the 3rd 
rank in the number of foreign collaborations. Mechanical engineering  sector had a 
share of 10.09 per cent getting the 4th rank in the foreign collaborations in 
manufacturing sector. Transport sector showed having 6.67 per cent share and 5th 
rank. 
As regards sector-wise break-up of FDI in terms of amount in the pre-liberalization 
period, the largest share in FDI was maintained by the manufacturing sector. The 
share was 85.6 per cent in 1980 while it declined marginally in 1990 being 85.6 per 
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cent. In this sector- transport industry registered increase of 5.47 times, followed by 
4.98 times rise in machinery industry, 4.14 times increase in food products, 3.02 times 
rise in electrical sector. Textiles recorded a rise of 2.87 times and metallurgy sector 
showed increase of 1.18 times. If we look at the position of share of each sub-sector in 
the manufacturing sector, it was highest for chemicals and allied products followed by 
metallurgy industry, electrical goods, machinery and machine tools, transport 
equipment, food and beverages and textiles industry. This ranking changed in 1980. 
Although the share of chemicals and allied products declined, but still it maintained 
its 1st rank. Machinery and machine tools rose to the 2nd rank from 4th rank in 1980. 
Electrical goods came to occupy the 3rd rank and 4th rank went to transport 
equipment. 5th, 6th and 7th ranks were of food and beverages, metallurgy and textiles 
respectively. The share of metallurgy sector recorded a significant fall from 14.6 per 
cent to 6.1 per cent. 
3.3.3 FDI Inflows since 1991: FDI inflows rose by leaps and bounds both in amount 
and in number of foreign collaborations approvals. During the post reform policy 
period from August 1991 to March 2006, total amount of FD1 approvals stood at Rs. 
8,591 crore. The share of Foreign Collaboration’s approvals involving foreign 
investment rose to 52.37 per cent while it was just 25 per cent in the pre-liberalized 
period. India's Share in FDI Flows to Developing Countries: Available data suggest 
that the share of India in FDI flows to developing countries is meager. In spite of the 
fact that India is a strategic location with access to a vast domestic and South Asian 
market, its share in world's total flow of direct investment to developing countries is 
very low. 
India's FDI Performance Index: According to World Investment Report 2004, 
released in July 2004, India stood at the 114th position, far below China and lower 
than both Pakistan and Sri Lanka in the FDI performance index. India's FDI 
Performance Index value was put at 0.2 by the United Nations Conference on Trade 
and Development (UNCTAD) Report as against China's 1.2 and Sri Lanka's 0.4 
though Pakistan scored same as India at 0.2, it was higher at 114th position. The 
reasons for low inflows are attributable to a host of factors such as procedural disputes 
regarding land availability, environmental clearance, delays at State level in getting 
power and other infrastructural back up. These bottlenecks result in delays in the 
commencement of many projects. Moreover, sizeable investment flows are 
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concentrated in the infrastructure industries like power, refineries, telecommunication 
etc. where gestation period is long and projects take time to materialize.  
According to the 2014 World Investment Report published by UNCTAD, India is the 
world's 14th largest recipient of FDI. The reason of this drastic changes are many 
assets, especially a high specialisation in services, with a skilled, English-speaking 
and inexpensive labour force, and a potential market of one billion inhabitants, India 
is generally expected to receive increasing amounts of foreign investment. However, 
in recent years, investment fell due to the debt crisis in the Eurozone, a number of 
corruption scandals and a political standstill, which harmed business confidence. 
Reforms to attract more FDI have been implemented in order to stimulate growth 
(including opening the retail sector to foreign investment). In 2014, FDI to India grew 
by 26% compared to 2013, reaching USD 35 billion in value. 
Figure 3.3: FDI inflows: Top 20 host economies,2012 and 2013 
(Billions dollars) 
 
 
Sectoral Dimensions of FDI in India: A series of incentives has been announced to 
promote investments. These include import of capital goods at concessional customs 
duty (subject to fulfillment of certain export obligations), liberalization of external 
commercial borrowing norms, tax holiday, and concessional tax treatment for certain 
sectors. In addition, several State Governments offer incentives, such as subsidy on 
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fixed capital, loans at concessional rates of interest and attractive power rates. While 
several incentives are project specific, a number of firms have been successful in 
negotiating favorable investment terms with the state governments concerned. 
Table 3.2 sector-wise cumulative FDI Equity Inflows from 2000-01 to 2013-14
  
Sectors In US $ million (%) 
Service Sector 39459.7 18.14 
Construction 23306.25 10.71 
Telecommunication 14163.01 6.51 
Computer Software & Hardware 12817.37 5.89 
Drugs & Pharmaceuticals 11597.5 5.33 
Automobiles 9812.13 4.51 
Chemicals 9667.58 4.44 
Power 8900.3 4.09 
Metallurgical Industries 8074.7 3.71 
Hotel & Tourism 7117.63 3.27 
Source- FDI Factsheets and RBI Bulletin. 
 
Since the initiation of the economic liberalisation process in 1991, sectors such as 
automobiles, chemical, food processing, oil and natural gas, petro-chemical, power, 
services and telecommunications have attracted considerable investments. Present 
changed in investment environment, India offers exciting business opportunities 
virtually in every sector of the economy.  During the last two decades the sector-wise 
inflows of FDI have undergone a change. This is clear from the variation in the sector 
ranks based on its share in total FDI inflows. For comparison, we consider the period 
from 200-01 to 2013-14 and cumulative FDI inflow taken into consideration. Above 
table 3.1 presents the names and shares of FDI inflows for the top 10 sectors as 
reported in SIA publications. The figures that are reported for above mentioned 
period, service sector has the major contribution as the share was 18.14 per cent. The 
service sector was followed by construction (10.71%), telecommunication (6.51%), 
computer software & hardware (5.89%) and drugs & Pharmaceuticals (5.33%). 
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Figure 3.4 SECTOR-WISE CUMULATIVE FDI EQUITY INFLOWS FROM 
2000-01 to 2013-14 
 
 
3.4 DIFFERENT PHASES OF POLICY TOWARDS FOREIGN 
CAPITAL 
 Realizing the important contribution that private foreign investment can make to 
economic development, India has introduced many policy reforms to attract them. 
Restrictive investment regimes have been liberalized. In addition, various types of 
incentives are being offered to attract foreign direct investment. Greater attention is 
also being paid to make the macro-economic environment more conducive to foreign 
investors. Provision of infrastructure and other support services is being targeted 
financial sector reforms are being undertaken to facilitate financial flows in various 
forms.  
After reviewing the prevailing policy environment which provide the background 
against the prevailing patterns of foreign investment inflows and technology transfer 
into the country can be analyzed. The India’s Policy towards foreign capital can be 
divided into four sections as follows: The first section highlights the different phases 
of policy towards foreign capital. The second section focuses on the analysis of the 
prevailing policy as compared with other Asian countries. Section three deals with the 
analysis of the operating environment with regard to Industrial Licensing and 
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Controls, Foreign Trade and Foreign Exchange Policy, Capital and Credit Market, 
The Protection of Property Rights, Investment Incentives, Return on Investment 
(Taxation, concludes the Repatriation of Income and capital) The fourth section is the 
perception of foreign investment policy 
Foreign Direct Investment Policy in India  
To a great extent, the trend and pattern of FDI inflows has been the result of the 
policy framework affecting FDI. The policy framework affecting FDI is not restricted 
to the incentives and disincentives directly offered to the foreign firms but also in fact 
the framework affecting FDI includes foreign trade, technology, foreign currency and 
general industrial policy aspects. The official policy and attitude towards TNCs and 
FDI has had a chequered history. In the domain of FDI, British capital dominated the 
Indian scene in the colonial era, most of the capital being concentrated in mining and 
extracting industries. British investments largely had the exploitative motive and were 
directly or indirectly subservient to general British economic interest.  
On the eve of Independence, the legacy of foreign capital in the form of FDI was 
nearly a given parameter, which continued with slightly changed character in the 
country in the absence or dearth of domestic capital and technology in these areas.  
3.4.1 FDI Policy Developments during 1948-66:  
FDI policy is a part of industrial policy. Its success depends upon import and export 
policy of the government. With the advent of freedom, the pressure for economic 
development in India necessitated a realistic approach towards foreign capital. In the 
industrial policy statement of April 1949, three important assurances were given to 
foreign investors:  
• India would not make any discrimination between foreign and local undertakings.  
• Foreign exchange position permitting, reasonable facilities would be given to 
foreign investors for remittances of profits and repatriation of capital; and 
 • In case of nationalization of the undertaking fair and equitable compensation would 
be paid to foreign investors. 
 A new industrial policy resolution of April 1956 was drafted and passed by the 
parliament, which provided a list of industries wherein the scope of operation of 
private-local as well as foreign investors became insignificant and consequently, these 
industries became the part of the India's public sector for operation. However, the 
foreign exchange crisis faced by the Indian Economy in 1957-78 led to liberalization 
in the government's attitude towards foreign direct investment. Hence, for attracting 
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more inflows of foreign direct investment in India, Indian government announced 
various incentives and concessions like reduction in tax rates, etc. 
Keeping in mind the continued foreign exchange problem for financing projects, 
which were on way to completion during the third five-year plan. The government of 
India came out with a list of industries in 1961 considering the gaps between the 
capacity and plan targets where foreign investment was to be welcomed. This list 
included some of the industries, which were reserved for public sector, such as drugs, 
aluminum, heavy electrical equipment, fertilizers, synthetic rubber, etc. However, it 
was clearly stated that foreign investment to cover the foreign exchange cost of plant 
and machinery in the approved projects would be welcomed. This has been the logical 
demand from Indian government to ease out the foreign exchange crisis. Similarly, it 
was also pointed out that the proportion of foreign equity would depend upon the 
degree of sophistication of technology and volume of required foreign exchange. 
However, the local major stake in ownership through welcome was not to be insisted 
upon. 
3.4.2 The Period of Selective and Restrictive Policy : 1967-1979: 
In terms of the said policy the government prepared a revised illustrative list of 
industries where no foreign collaboration, technical or financial was considered 
necessary due to development of indigenous technology. 
 The first phase of liberal attitude towards foreign direct investment continued till the 
mid sixties. This resulted in a significant outflow of foreign exchange in the form of 
remittances of dividends, profits, royalties and technical fees. These outflows of 
foreign exchange caught the government's attention in the background of another 
foreign exchange crisis in the late sixties. To meet any crisis in future, the government 
of India streamlined the procedure for inviting foreign collaborations and their 
approvals. Since then the second phase of restrictive attitude started. In this direction, 
the very first step taken by the government was to set up a new agency known as 
Foreign Investment Board (FIB) in 1968 to deal with all the cases involving foreign 
direct investment or collaboration except those in which total investment in share 
capital exceeded Rs. 20 million and wherein the proportion of foreign equity 
exceeded 40 per cent. All the cases covering under the category of more than 40 per 
cent equity held by a foreign firm and Rs. 20 million share capital was approved by 
the cabinet committee. 
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However, a sub-committee of FIB was empowered to take appropriate decision in 
regard to the approvals of foreign collaborations wherein the share of foreign-held 
equity must not be more than 35 per cent and also wherein total investment stood at 
Rs. 10 million. The administrative ministers got the authority to approve the cases 
involving only technical collaboration. However, foreign investments unaccompanied 
by technology were not favored. Accordingly, three lists of industries were issued by 
the government of India wherein clear-cut demarcation was made for industries. First 
list covered those industries where no collaboration was considered necessary. Second 
list included those industries wherein only technical collaboration could be possible. 
Third list dealt with those industries wherein foreign investment could be invited. In 
the case of second and third list of industries, permissible range of royalty payments 
was also specified for different items which generally did not exceed 5 per cent. The 
permitted duration of the collaborations was reduced from 10 to 5 years. Similarly, 
restrictions were imposed on the renewals of agreements. To give a right direction, a 
Technical Evaluation Committee (TEC) was formed in 1976. The main objective of 
TEC was to assist the FIB in screening the proposals of foreign collaborations and 
discuss them with the representatives of various scientific agencies of the country, 
such as the Council of Scientific and Industrial Research (CSIR) and the Department 
of Science and technology (DST).  
Another guideline was that wherever Indian consultancy was available, it was to be 
utilized fully and exclusively. If foreign consultants were engaged, then Indian 
consultants must be assigned the primary role. An important aspect came up and from 
February 1972, the Government of India came forward with an expansion plan in 
those industries with major foreign equity subject to their accepting dilution of foreign 
equity by raising certain proportion of estimated cost of expansion through issues of 
additional equity to Indian nationals. The government's decision in respect of 
industrial policy of 1970 which was concretized in 1973, sought to restrict the further 
operations of foreign companies (along with those of local large industrial houses) to 
select group core industries. These industries were considered to be of basic, vital and 
strategic importance. In the same year a new Foreign Exchange Regulation Act, 1973 
popularly known as FERA came into effect and which was to be considered as a 
cornerstone of the Indian regulatory framework for foreign direct investment. The 
section 29 of FERA covers all existing non-banking foreign branches and companies 
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incorporated under the Indian companies Act with more than 40 per cent foreign 
equity participations.  
With the operation of FERA on January 1, 1974, all the existing companies came 
under the direct control of Reserve Bank of India (RBI) and they were required 
permission from RBI to continue their business in India. The RBI extended 
permission subject to their accepting to Indian or dilute their foreign equity as per the 
guidelines issued by the government of India for the effective implementation of the 
Act. Under the guidelines issued by the government all FIBs were required to transfer 
their business to Indian companies having up to 40 per cent foreign equity. Similarly, 
the rupee companies were also directed to dilute their foreign equity to a maximum of 
40 per cent companies working under the core or public sector, tea plantations and 
those engaged in manufacturing based on sophisticated technology or predominantly 
producing for exports were, however, allowed to retain 51 per cent to 74 per cent 
foreign equity. FERA, therefore, put a general ceiling of 40 per cent on the foreign 
equity participation in the country.  
Hence, implementation of the provisions of the Act would leave only a limited 
number of engaged firms in specified activities to be with more than 40 per cent 
foreign equity. Only these companies were to be given a discriminatory treatment 
under the industrial licensing. All other companies incorporated in India with foreign 
equity upto 40 per cent would be free to expand, diversify and operate in any field 
like any local company. An assurance in this regard has been given in the industrial 
policy statement of 1977. 
3.4.3 FDI Policy Developments during 1981-90 
It is pertinent to point out here that in the decade of the seventies the government of 
India focused its attention on the strict enforcement of FERA regulations. Towards 
the end of the seventies, however, India's incapability of increasing exports in both 
volume and value particularly manufactured goods along with second oil shock kept 
the policy makers in worry. This has been due to lack of international 
competitiveness, appropriate technology, poor quality of goods, limited range and 
high costs. These have been in part due to the highly protected market. Added to this, 
another limiting factor for Indian manufactured exports lay in the fact that marketing 
channels in the industrialized countries were dominated by transnational corporations.  
Hence, to deal with the situation arising out from the above, the government of India 
came out with a plan. The plan included: first, to give much emphasis on 
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modernization of plants and equipments through liberalized imports of capital goods 
and technology. Second, to expose the Indian economy to competition by gradually 
reducing the import restrictions and tariffs. Third, to assign a greater role to 
transnational corporations for promoting exports of manufactured goods on a big 
scale by encouraging them to set up export oriented units. This action and liberal plan 
have been reflected in the policy pronouncements that were made in the 1980s.  
The Industrial Policy statements issued in 1980 and 1982, for example announced 
linearization of licensing rules and regulations, a host of incentives and exemption 
from foreign equity restrictions under FERA to 100 per cent export oriented units. 
Accordingly, 25 industries were delicensed. The implementation of policies during 
the early part of eighties gradually liberalized the imports of raw materials and capital 
goods leading to an expansion in the list of items on the Open General License 
(OGL). Nearly 150 items in 1984 and 200 capital goods in 1985 came under OGL. 
The import duties on imports of different types of capital goods were also slashed in 
1985. 
3.4.4 FDI Policy Since 1991: India's balance of payments problem and the measures 
adopted to overcome the problem in a limited manner became a matter of great 
concern. Among the measures taken, the country borrowed substantial amount from 
IMF, curbed imports extensively and pledged country's gold to different central banks 
of different nations. In order to give stability to India's external sector and to review 
the slumping credit rating of the country, the government of India gave rethinking on 
foreign investment policy and as a result, the authorities came out with drastic 
changes in trade, investment and industrial policies.  
A new foreign trade policy was announced with wide ranging liberalization of import 
controls across the board and substantial reduction in import duties, devaluation of the 
rupee etc. On July 24, 1991 a statement of New Industrial Policy (NIP) was presented 
to the parliament. Despite being somewhat longwinded in its efforts to portray it as a 
continuation of the policies and basically not against the Industrial Policy Resolution 
of 1956, but only an exercise in modification of old policies to meet the new 
challenges, the statement virtually dismantled the industrial licensing system under 
the IDR Act. It was stated that a full realization of the industrial potential of the 
country calls for this process of change which was in consonance with the established 
practice in as much as industrial policy had also been modified through statements in 
1973, 1977 and 1980 to meet new challenges.  
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As per the 1997-98 guidelines the individual and aggregate portfolio investment 
ceiling for NRIs/OCBs/PIOs could be exclusive of the individual portfolio investment 
ceiling of 10% and aggregate portfolio investment ceiling of 30% of the paid-up 
capital for FIIs. The aggregate investment ceiling for NRIs/OCBs/PIOs could be 10% 
of the paid up capital of companies listed  stock exchange. The ceiling could be raised 
to 24% of the paid up capital by passing a General Body Resolution to that effect. The 
investment limit by a single /OCB /PIO in the shares of a company under the portfolio 
investment scheme could continue to be 5% of the paid up capital. As per the RBI 
guidelines, Indian Companies did not require the Bank's permission for the purpose of 
receiving inward remittance and issue of shares to NRI/OCB investors under the 
100% scheme 
In August 1999, a Foreign Investment Implementation Authority (FIIA) was 
established within the Ministry of Industry in order to ensure that approvals for 
foreign investments (including NRI investments) were quickly translated into actual 
investment inflows and that proposals fructify into projects. In particular, in cases 
where FIPB clearance was needed, approval time was reduced to 30 days. 
  
3.5 ROUTES FOR INWARD FLOWS OF FDI  
FDI can be approved either through the automatic route or by the Government. 
3.5.1 Automatic Route: Companies intend foreign investment under the automatic 
route do not require any government approval, provided the proposed foreign equity 
is within the specified ceiling and the requisite documents are filed with the RBI 
within 30 days of receipt of funds. The automatic route covers all proposals where the 
proposed items of manufacture /activity does not require an industrial licence and is 
not reserved for the small-scale sector.  
The automatic approval route of the RBI was introduced to facilitate FDI inflows. 
However, during the post-policy period, the actual investment flows through the 
automatic route of the RBI against total FDI flows has been quite insignificant. This 
is partly due to the fact that crucial areas like electronics, services and minerals are 
left out of the automatic approval route. Another limitation has been the ceiling of 51 
percent on foreign equity holding. An increasing number of proposals were cleared 
through the FIPB route while the automatic approval route has been declining in the 
relative importance since 1994.  
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3.5.2 Government Approval: The government approval for FDI though the FIPB is 
necessary for the following categories:  
• proposals attracting compulsory licensing,  
• items of manufacture reserved for the small scale sector and  
• acquisition of existing shares 
The totality of package proposed is examined and approved on merits within a period 
of thirty days. RBI has granted general permission under Foreign Exchange 
Regulation Act (FERA) in respect of proposals approved by the Government. Indian 
companies getting foreign investment approval through FIPB route do not require 
any further clearance from RBI for the purpose of receiving inward remittance and 
issue of shares to the foreign investors. Such companies are, however, required to 
notify the Regional Office concerned of the RBI of receipt of inward remittances 
within 30 days of such receipt and to file the required document with the concerned 
Regional Offices of the RBI within 30 days after issue of shares to the foreign 
investors. 
Foreign Investment Implementation Authority FIIA 
The Government has set up the Foreign Investment Implementation Authority (FIIA) 
in the Ministry of Commerce & Industry. The FIIA will facilitate quick translation of 
Foreign Director Investment (FDI) approvals into implementations. Provide a pro-
active service to foreign investors by helping them to obtain necessary approvals, sort 
out operational problems and meet with various Government Agencies to find 
solutions to problems and maximizing opportunities through a partnership approach.  
The FIIA takes steps to: 
• understand and address concerns of investors;  
• understand and address concerns of approving authorities; 
• initiate multi agency consultations; and 
•  refer matters not resolved at the FIIA level to high levels on a quarterly basis, 
including cases of projects slippage on account of implementation bottlenecks. 
Functions of FIIA: 
• expediting various approvals/permissions; 
• fostering partnership between investors and government agencies concerned; 
• resolve difference in perceptions; 
• enhance overall credibility; 
• review policy framework; and 
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• liaise with the Ministry of External Affairs for keeping India's diplomatic missions 
abroad   informed about translation of FDI approvals into actual investment and 
implementation. 
The modalities of functioning of FIIA  
• The FIIA shall set up a Fast Track Committee (FTC) to review and monitor mega 
projects. It will nominate members of the FTC from representatives of various 
Ministries/agencies/State Governments at the working level. The representative shall 
act as the project coordinator and shall head the FTC. The FTC shall prescribe the 
time frame within which various approvals/permissions are to be given on a project-
to-project basis. FTC shall also flag issues that need to be resolved by FIIA. Based on 
the inputs provided by FTC, the FIIA will give its  
Recommendations on each project on the basis of which Administrative 
Ministries/State Governments shall take action under their own laws and regulations. 
• The FIIA will initiate inter Ministerial consultations and make appropriate 
recommendations to the competent authority, i.e. Ministry/Department concerned at 
the Central Government level and the State Government, as the case may be, on issues 
requiring policy intervention. 
• The FIIA will act as a single point interface between the investor and Government 
agencies including Administrative Ministries, State Governments, Pollution Control 
Board, Director General of Foreign Trade (DGFT), Regulatory Authorities, Tax 
Authorities, and Company Law Board.  
• The FIIA shall meet once every month to review cases involving investment of Rs. 
100 crore or more, consider references received from the FTC and monitor the 
functioning of various FTCs. It would also entertain any complaint regarding 
implementation bottlenecks from FDI approval holders regardless of the quantum of 
investment. 
• The FIIA shall also make recommendations from time to time on any issue relating 
to the speedy implementation of FDI projects and also to provide transparency in 
government functioning with respect to FDI projects. 
Special Economic Zones (SEZs) Scheme: SEZs scheme was launched in 2000 with 
the specific intend of providing an internationally competitive and hassle free 
environment for exports. The SEZs could he set-up in public-private sector or by the 
State Government with a minimum area of not less than 1000 hectares. SEZs are 
being gradually more perceived as a major source of attracting FDI across the globe. 
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It needs to be stressed that a large number of Free Trade Zones (FTZs)/Export 
processing Zones (EPZs) operating in the developing countries are aggressively 
competing with each other, thereby providing the foreign investors a choice to invest. 
China has been able to insulate foreign investment from domestic policy issues 
through FTZs/EPZs where foreign investment gets special treatment in areas ranging 
from capital to labour to tax rates. 
Fears are sometimes expressed in some quarters that opening up to foreign investment 
may swamp our economic independence. These fears are unfounded and reflect a 
failure to appreciate current trends in the world economy. Foreign investment flows 
are an essential feature of the process of globalization that is currently underway to 
deal with it on equal terms rather than fear from it.  
Since 1991, the Government of India has embarked on a liberalization and economic 
reforms programme with a view to bring about rapid and substantial economic growth 
and move towards globalisation of the economy. The new policies have considerably 
relaxed the limits on foreign investment, industrial licensing and foreign exchange. 
Capital market has been opened to foreign investors and banking sector controls have 
been relieved.  
Foreign Direct investment can supplement the domestic efforts to mobilise investible 
resources and the policies already initiated will help generate a larger inflow in the 
years to come as there is greater familiarity abroad with the latest developments in the 
Indian economy. Also, a progressive move towards full current account convertibility 
will also encourage foreign investment. Foreign investment in infrastructure sector 
has to be sought through these reforms. Achieving a target of attracting an annual 
inflow of US$ 60 billion in foreign investment would require further measures to 
attract foreign investment in labour intensive sectors, which have formed the base for 
dramatic growth in foreign investments and exports in China and other East Asian 
countries.  
Reserve Bank of India's Report on Currency and Finance (1998-99) maintained, "The 
Government is committed to promoting increased flow of Foreign Direct Investment 
(FDI) for better technology, modernisation, exports and for providing products and 
services of international standards. Therefore, the policy of the Government has been 
aimed at encouraging foreign investment, particularly in core infra-structure sectors 
so as to supplement national efforts." As part of the economic reforms programme, 
policy and procedures governing foreign investment and technology transfer have 
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been significantly simplified and streamlined. Today, foreign investment is freely 
allowed in all sectors including the services sector except in cases where there are 
sectoral ceilings.  
 
3.6 FURTHER LIBERALIZATION OF FDI POLICY  
Foreign investment in India was highly regulated during the first three decades after 
independence in 1947. In the 1980s, there was some relaxation in foreign investment 
policy in line with the industrial policy liberalisation of the time. The major policy 
initiative towards attracting FDI was outlined in the Industrial Policy Statement of 
July 1991. Since then, several measures have been taken to liberalise and simplify the 
norms and procedures pertaining to FDI. Presently, FDI is permitted under automatic 
route subject to specific guidelines except for a small negative list. Recently, a 
number of measures have been taken to further promote FDI. These include: 
• Raising the foreign ownership cap to 100 per cent in most of the sectors.  
• Ending state monopoly in insurance and telecommunications. 
• Opening up of banking and manufacturing to competition. 
• Disinvestment of government ownership in public sector undertakings. 
• Lure of the large market is the main attraction for FDI into India.  
As a part of major initiatives to attract foreign investment, measures have been 
initiated to enter into agreements to provide for promotion and protection of 
investment. India has become a Member of Multilateral Investment Guarantee 
Agency (MIGA). Full subscription and membership rights became operative from 
January, 1994. As a consequence, all investments approved by Government are 
insured against expropriation/nationalization by MIGA. Bilateral Investment 
Promotion and Protection Agreements have been signed with 46 countries including 
principal FDI investors such as the UK, Germany, Malaysia and Denmark. Others are 
in the process of being finalized.  
In a crucial meeting of the Union Cabinet on May 9, 2001, the Government decided to 
open up new sectors to foreign investment, raise sectoral caps in a large number of 
industries and allow defence production by domestic private companies with up to 26 
per cent foreign equity. All this was done to reverse the deceleration in FDI flows and 
achieve the target of $10 billion foreign investment annually. 
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Report of the Committee on FDI, 2002: Committee on Foreign Direct Investment 
(Chairman: N.K. Singh), which submitted its report in September 2002 to the Prime 
Minister, and has recommended that the ban on FDI in retail trade should not be 
lifted. In other sectors including oil, marketing, petroleum exploration, banking and 
financial services and real estate, the Committee suggested raising of FDI limit to 
100 per cent.  
The Committee pointed out that it was not desirable to lift the ban on retail trade at 
present as the sector was dispersed, widespread, labour-intensive and disorganised. 
The main reason stated by the Committee for the low level of FDI ($ 4.06 billion per 
annum) was the absence of a credible regulating framework in several sectors. To 
work towards the Tenth Plan (2002-2007) target of attracting more than US$ 8 billion 
of FDI per year, the Committee suggested enactment of a Foreign Investment 
Promotion law that incorporates and integrates aspects relevant to promotion of FDI. 
This law would be administered by the Department of Industrial Policy and 
Promotion as against the present administration of the Foreign Exchange 
Management Act (FEMA) by the Directorate of Enforcement. It also suggested a 
complete overhauling of the existing strategy for attracting FDI. The emphasis should 
shift from a broad approach to one of targeting specific companies in specific sectors.  
The Committee proposed a desegregation of the FDI target for the Tenth Plan in 
terms of sector and relevant administrative ministries and departments to increase 
accountability and expedite decision making. For speeding up project 
implementation, the Committee observed that the Foreign Investment Promotion 
Board (FIPB) should be empowered to give initial central level registrations and 
approvals wherever possible. The government rules of business should be changed to 
empower the Foreign Investment Implementation Authority (FIIA) to expedite the 
processing of administrative and policy approvals if adopted.  
Recognizing inadequate infrastructure in the country as a primary hurdle to FDI 
growth, the Committee urged states to enact a special investment law relating to 
infrastructure to expedite investment in infrastructure sectors and remove obstacles to 
production in the sector. India should follow China's example to make its special 
economic zones (SEZs) the most competitive destination for export related FDI in the 
world. The applicable laws, rules and administrative procedures in SEZs should be 
simplified and redtapism should be reduced. With the exception of defence industry, 
the Committee has recommended removal of FDI caps on all manufacturing and 
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mining sectors and raising it in telecom, civil aviation, broadcasting and insurance 
sectors. 
 The Committee has favored enhancing/removing FDI limits in telecom, insurance, 
civil aviation, non-retail trading, banking, plantations other than tea, real estate and 
others. The Committee has made three other major recommendations. 
• enactment of a new law on FDI granting national treatment to foreign firms and 
removing the enforcement directorate as their supervision body.  
• making investment in most sectors automatic removing it from the discretionary 
ambit of the Foreign Investment Promotion Board (FIPB) even while empowering it 
and the foreign investment implementation authority to carry out as many clearances 
as possible such as registration for exist and direct tax payments. 
• replacing the present permission driven approach vis-à-vis FDI to a proactive 
promotion / soliciting approach.  
In short, the recommendations of the Committee can be listed as follows:  
1. Allow up to 40 percent investment in insurance and airlines (including FDI by 
foreign airlines). 
2. Permit up to 100 percent FDI in petroleum refining, oil marketing, diamond 
mining, petroleum exploration, coal washery, airports, banking and investing 
companies, radio paging, advertising and trade. 
3. Put all proposals except plantations and housing on automatic route. 
4. FDI-barred sectors—Cap foreign investment at 49 percent for plantations and 
allow 100 percent FDI in real estate (housing).  
At its meeting on January 15, 2004, the Union Cabinet decided to remove the FDI 
caps in all activities of the petroleum sector. Thus, 100 per cent FDI is now allowed in 
exploration, refining (up from 26 per cent), oil pipelines (up from 51 per cent) and 
marketing (up from 74 per cent). FDI in all these activities can take place through the 
automatic route. For example foreign companies can now fully own petrol stations in 
India. 
 The drug and pharmaceutical sector, airports, township development, hotels and 
tourism, courier service and mass rapid transport system are now open to 100 per cent 
foreign direct investment. In the telecommunication sector, FDI up to 74 per cent has 
been permitted for Internet service providers with gateways, radio paging and end-to-
end bandwidth. The foreign investment limit in the banking sector has been increased 
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to 49 per cent. Prior to this decision, non-resident Indians could invest up to 40 per 
cent while FDI up to 20 per cent was permitted.  
As in the case of FDI, the environment for FPI has also been made more congenial 
through procedural changes and by offering more facilities for investment in equity 
securities and debt securities to foreign institutional investors (FIIs). Still further, the 
sectoral limits for FlIs in the Indian companies have been progressively increased. In 
fact, these limits have been done away with altogether, except in select specified 
sectors. Non-resident Indians, overseas corporate bodies and persons of Indian origin 
are also permitted to invest in shares and debentures of Indian companies, government 
securities, commercial papers, company deposits and mutual funds floated by public 
sector banks and financial institutions. 
Table 3.3 Trends of FDI Inflows in India (1991-92 to 2013-14) 
(US$ MILLION) 
YEAR FDI  Growth (%) 
1991-92 129 - 
1992-93 315 144.19 
1993-94 586 86.03 
1994-95 1314 124.23 
1995-96 2144 63.17 
1996-97 2821 31.58 
1997-98 3557 26.09 
1998-99 2462 -30.78 
1999-00 2155 -12.47 
2000-01 4029 86.96 
2001-02 6130 52.15 
2002-03 5035 -17.86 
2003-04 4322 -14.16 
2004-05 6051 40.00 
2005-06 8961 48.09 
2006-07 22826 154.73 
2007-08 34843 52.65 
2008-09 41873 20.18 
2009-10 37745 -9.86 
2010-11 46556 23.34 
2011-12 34298 -26.33 
2012-13 36046 5.10 
2013-14 44877 24.50 
Source- FDI Factsheets and RBI Bulletin. 
Table shows that FDI inflows grew steadily through the first half of the 90s but 
stagnated between 1996-97 and 2003-04. The year-on-year fluctuations until 2003-04 
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make it difficult to identify a clear trend; however, inflows have been increasing 
continuously since 2004-05.During 2008-09, India registered FDI inflows of $33.6 
billion and total cumulative inflows from August 1991 to March 2009 have been to 
the tune of $155 billion. In the year 2009-10 and 2011-12, a negative growth was 
registered of 9.86 per cent and 26.33 per cent. At the end of 2013-14, total FDI in 
India touched a figure of $44.8 billion with a yearly growth of 24.50 per cent.  
Figure 3.5: Trend of foreign direct investment from the year 1991-92 to 2013-14
 
Source- FDI Factsheets and RBI Bulletin. 
 
The above figure shows the trend of foreign direct investment from the year 1991-92 
to 2013-14. Besides, FDI was stable in first decade and shows the remarkable increase 
after 2004-05. In the year 2010-11, FDI was highest and at the end of 2013-14, an 
increasing trend was recorded. 
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Table 3.4 Statement on year-wise / route-wise FDI equity inflows  
Year 
Govt. 
Approval 
Route 
Automatic 
Route 
Inflow through 
acquisition of 
existing shares 
RBI's approval 
through Various 
NRI's Schemes 
Total 
1991-92 1912 - - 1623 3535 
1992-93 4907 475 - 1530 6912 
1993-94 10414 2411 - 5795 18620 
1994-95 16044 3626 - 11452 31122 
1995-96 39674 5302 - 19878 64854 
1996-97 57667 6196 3038 20621 87522 
1997-98 101284 8677 9540 10397 129898 
1998-99 82397 6107 40594 3594 132692 
1999-00 61895 7608 19608 3488 92599 
2000-01 63428 16975 20521 3487 104410 
2001-02 96386 32411 29622 2292 160711 
2002-03 69580 39030 52623 111 161345 
2003-04 42957 23400 29284 - 95640 
2004-05 48517 54221 45076 - 147814 
2005-06 49672 68743 74292 - 192707 
2006-07 69684 321958 112131 - 503573 
2007-08 107873 361002 186075 - 654950 
2008-09 135588 1004681 455026 - 1595295 
2009-10 229716 919849 160233 - 1309799 
2010-11 115966 655519 188664 - 960150 
2011-12 134782 878222 586345 - 1599349 
2012-13 159557 845289 211069 - 1215914 
2013-14 78657 744183 471985 - 1294825 
Source- FDI Factsheets and RBI Bulletin. 
 
The above table 3.3 depicts the various inward ways of FDI in India according to 
traditional practices. The FDI is allowed in India within the framework of 
Government approval route, automatic route, inflows through acquisition of existing 
shares and RBI’s approval through various NRI’s schemes. In the starting phase 
major FDI came in India through Government approval and RBI’s approval but at the 
end of 2013-14, major FDI came through automatic route and acquisition of existing 
shares. It shows that government provides major relaxation to attract the foreign 
investment in India. 
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Figure 3.6: Various routes and approval  FDIs from the year 1991-92 to 2013-14 
 
Source- FDI Factsheets and RBI Bulletin. 
 
This above figure shows the various routes and approval through which FDI was 
being invested in India. At the end of 2013-14, major portion of FDI came though 
automatic route followed by FDI inflows through acquisition of existing shares, 
through the approval of government and RBI. 
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Table 3.5 Revised FDI Inflows as per International practices 
Financi
al Year 
Equity 
Reinveste
d 
earnings 
Other 
Capital 
Total 
FDI 
Flows 
FII's 
Investm
ent 
(Net) 
FIPB Route/ 
RBI's 
Automatic 
Route/ 
Acquisition 
Route 
Equity 
Capital of 
Unincorpor
ated bodies 
2000-01 2339 61 1350 279 4029 1847 
2001-02 3904 191 1645 390 6130 1505 
2002-03 2574 190 1833 438 5035 377 
2003-04 2197 32 1460 633 4322 10918 
2004-05 3250 528 1904 369 6051 8686 
2005-06 5540 435 2760 226 8961 9926 
2006-07 15585 896 5828 517 22826 3225 
2007-08 24573 2291 7679 300 34843 20328 
2008-09 31364 702 9030 777 41873 -15017 
2009-10 25606 1540 8668 1931 37745 29048 
2010-11 21376 874 11939 658 46556 29422 
2011-12 34833 1022 8206 2495 34298 16812 
2012-13 21825 1059 9880 1534 36046 27582 
2013-14 24299 984 9047 2066 44877 5010 
Source- FDI Factsheets and RBI Bulletin. 
 
Within the international practices, there are different routes of approval which are 
widely accepted in different nations. These routes are equity routes, investment 
through reinvestment earnings and other capital. Equity routes are further classified in 
FIPB Route/ Automatic Route/ RBI’s approval Route and investment in equity capital 
of unincorporated bodies. Major portion of foreign direct investment was 
channelizing in India from equity investment. 
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Figure 3.7: Proportionate share of FDI from different routes  
 
Source- FDI Factsheets and RBI Bulletin. 
 
The above graph compares the proportionate share of different routes accepted in 
international practices, in 2000-01 and 2013-14. In 2000-01, 60 per cent of FDI is 
approved through equity investment, 33 per cent through reinvested warnings and 7 
per cent from other capital. The scenario was quite similar in 2013-14 as 69 per cent 
of FDI is coming thorough equity investment, 25 per cent form reinvested earnings 
and 6 per cent in the form of other capital.  
Figure 3.8: Comparative analysis FDI and Net FII in India form 2000-01 to  
2013-14 
 
Source- FDI Factsheets and RBI Bulletin. 
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In this figure, a comparison has been made between Foreign Direct Investment and 
Foreign Institutional Investment (Net) from 2000-01 to 2013-14. It can be observed 
that in the initial years FDI was more than FII and from 2003-04 to 2006-07 FII was 
more than FDI. Due to the impact of financial crisis FIIs sell was more than FIIs 
purchase and Net FII shows the negative figure in 2008-09. In the later year FDI was 
registered the remarkable and stable growth as comparison to FII. At the end of 2013-
14, Net FII was 5010 US$ million. 
Table 3.6 FDI Equity Inflows from 2000-01 to 2013-14 
Year in Rs Crore in US$ million (%) 
2000-01 10753 2463 - 
2001-02 18654 4065 65.04 
2002-03 12781 2705 -33.46 
2003-04 10064 2188 -19.11 
2004-05 14653 3219 47.12 
2005-06 24584 5540 72.10 
2006-07 56390 12492 125.49 
2007-08 98642 24575 96.73 
2008-09 142829 31396 27.76 
2009-10 123120 25834 -17.72 
2010-11 97320 21383 -17.23 
2011-12 165146 35121 64.25 
2012-13 121907 22423 -36.16 
2013-14 147528 24299 8.37 
Source- FDI Factsheets and RBI Bulletin. 
 
The above table 3.5 shows the inflow of Foreign Direct Investment in equity from 
2000-01 to 2013-14. Inflows of FDI in equity investment were found to be highly 
fluctuated during the research period. The highest positive growth was achieved in 
2006-07 when growth rate was 125.49 per cent and highest negative growth was 
registered in 2012-13 when growth rate was -36.16 per cent. At the end of 2013-14 
inflow of FDI in equity investment was stood at 145728 crores with a growth rate of 
8-37 per cent. The graph below shows the trend of FDI in equity investment during 
the research period 
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FIGURE 3. 9: GROWTH IN FDI- EQUITY INFLOWS FROM 2001-02 TO 
2013-14
 
Source- FDI Factsheets and RBI Bulletin. 
 
Table 3.7 COUNTRY-WISE CUMULATIVE FDI EQUITY INFLOWS FROM 
2000-01 to 2013-14 
Name of the Country In US $ million  Share (%) 
Mauritius 78525.84 36.09 
Singapore 24445.46 11.69 
UK 20763.68 9.54 
Japan 16268.05 7.48 
USA 11927.46 5.48 
Netherland 11235.55 5.16 
Cyprus 7446.05 3.42 
Germany 6518.72 3 
France 3878.38 1.78 
Switzerland 2707.77 1.24 
Source- FDI Factsheets and RBI Bulletin. 
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According to statistics revealed by Department of Industrial Promotion and Policy, 
Mauritius was the country which was having cumulative highest FDI investment in 
India country during the period of 2000-01 to 2013-14. The Singapore held the second 
position consists of US$ 24445.46 million cumulative FDI investment in the research 
period. Followed by UK (US$ 20763.68 million(US$ 16268.05 million), USA (US$ 
11927.46 million), Netherland (US$ 11235.55 million), Cyprus (US$ 7446.05 
million), Germany (US$ 6518.72 million), France (US$ 3818.38 million)  and 
Switzerland (US$ 2707.77 million). 
FIGURE 3.10: SHARE OF FDI EQUITY INFLOWS- COUNTRY WISE 
 
Source- FDI Factsheets and RBI Bulletin. 
 
In terms of share in the total cumulative FDI investment during 2000-01 to 2013-14, 
Mauritius figured at 36.09 per cent hold the first position. Major part of the Foreign 
investment comes from Mauritius and this country hold the first position from a long 
period of time. The share of top five countries consists of more than 70 per cent of the 
cumulative FDI investment in India during the study period which shows the majority 
of share of FDI came from Mauritius, Singapore, UK, Japan and USA.  
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Table 3.8 REGIONAL-WISE CUMULATIVE FDI EQUITY INFLOWS FROM 
2000-01 to 2013-14 
Regions In US $ million (%) 
Mumbai 66757 31 
New Delhi 42535 19 
Chennai 13197 6 
Bangalore 12676 6 
Ahmadabad 9510 4 
Hyderabad 8646 4 
Kolkata 2742 1 
Chandigarh 1292 1 
Bhopal 1115 0.5 
Kochi 981 0.5 
Source- FDI Factsheets and RBI Bulletin. 
 
The DIPP also revealed the regional wise FDI statistics in India in different time 
frame. The above table shows the cumulative FDI investment in different regions in 
India during the 2000-01 to 2013-14. Mumbai was the top priority region for the 
investment for the investors where the investors invested 66757 US$ during the 
research period. Second top destination was the Indian capital New Delhi followed by 
Chennai, Bangalore and Ahmadabad. 
FIGURE 3.11: SHARE OF FDI EQUITY INFLOWS- REGION WISE 
 
Source- FDI Factsheets and RBI Bulletin. 
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The majority of FDI investment was invested in Mumbai which share was 31 per cent 
in total investment. This share was exceed by significant difference with New Delhi 
which share was 19 per cent in the total FDI investment. In the regional wise 
investment of FDI, top 5 regions (Mumbai, New delhi, Chennai, Bangalore and 
Ahmedabad) contributed significant part of cumulative FDI investment i.e. 66 per 
cent and the share of top 10 regions was 73 per cent. 
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4.1 INTRODUCTION  
In the preceding chapter an overview of Foreign Direct Investment has been made. 
This chapter deals with the empirical analysis and interpretation of FDI inflow in 
service sector and is divided into two sections. First section deals with trend analysis 
of FDI inflows in India and is further sub-divided into three parts. Part I deals with the 
formulation and testing of hypothesis related to sectorial analysis of Indian economy. 
Part II deals with Empirical analysis of relationship of Indian Service Sector FDI 
Inflows with total FDI inflows in India. Part III covers the relationship of independent 
variables (GDP, AGGDP, EX, TB, TRO, INFL, EXR, WPI and FER) with FDI 
Inflows in the Indian service sector.  
On the other hand, second section explains the inter-comparative projection of FDI 
inflows in the Indian service sector and is further subdivided into four parts. Part I 
deals with the summary statistics as well as distribution of all the variables under 
consideration. Part II deals with projection of FDI inflows in the Indian service sector. 
Part III deals with the Projection of FDI inflows in the Inter Service Sector 
Components (Construction, Telecommunication, Computer) for 5 years from 2015 to 
2019. Part IV deals with the formulation and testing of hypothesis.  
 
First Section  
4.2 Part I: Formulation and Testing of hypothesis Related to Sectorial Analysis of 
the Indian Economy 
Although, the Indian Economy is incredibly diversified in nature yet it can be 
categorized into divergent sectors which include, agriculture, industry and service. An 
individual evaluation of all these sectors lies in its contribution towards Gross 
Domestic Product (GDP). Further, in the present study for sectorial analysis of the 
Indian economy, the following hypothesis is formulated and tested. 
Hypothesis-1 
H0: There is no significant impact of Service, Agriculture, Industry and 
Manufacturing sector on the growth of Indian Economy. 
H1: There is a significant impact of Service, Agriculture, Industry and Manufacturing 
sector on the growth of Indian Economy. 
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Table 4.1 Sector-wise data from the period 2000-2014  
(Figures in Billion INR)   
Year Agriculture Industry Services Manufacturing GDP 
2000-01 4394.32 4846.65 13353.55 3631.63 23484.81 
2001-02 4678.15 4951.63 14227.32 3714.08 24749.62 
2002-03 4297.52 5291.36 15239.95 3969.12 25709.35 
2003-04 4763.24 5589.17 16545.05 4220.62 27757.49 
2004-05 4766.34 6009.28 18051.1 4532.25 29714.64 
2005-06 5029.96 6522.84 20063.02 4990.2 32530.73 
2006-07 5237.45 7363.98 22087.76 5704.58 35643.64 
2007-08 5569.56 8045.00 24370.56 6290.73 38966.36 
2008-09 5554.42 8374.07 26655.8 6583.02 41586.76 
2009-10 5577.15 9224.84 29326.01 7304.35 45160.71 
2010-11 6109.05 9986.29 32020.88 7951.52 49185.33 
2011-12 6435.43 10654.69 34282.29 8540.98 52475.3 
2012-13 6494.24 10751.26 36424.75 8638.76 54821.11 
2013-14 6754.01 10735.61 38676.81 8577.05 57417.91 
Source: Compiled from various economic survey 
 
The above table 4.1 provides the performance of Agriculture, Industry, Services and 
Manufacturing and their contribution in GDP for the period of 14 years from 2000-01 
to 2013-14. It can be clearly seen that service sector has played an important role 
among all sectors and consists of the highest share in the GDP during the study period 
under consideration. Further, service sector is followed by Industry the manufacturing 
and Agriculture. The figure 4.1 shows the trend of Agriculture, Industry, Services and 
Manufacturing and GDP during the study period. 
Figure 4.1: Trend of Agriculture, Industry, Service, Manufacturing & GDP 
 
Source: Compiled from various economic survey 
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Table 4.2: Descriptive Statistics   
 
Range Minimum Maximum Mean 
Std. 
Deviation 
Variance 
Statistic Statistic Statistic Statistic 
Std. 
Error 
Statistic Statistic 
Agriculture 2456.49 4297.52 6754.01 5404.34 214.93 804.19 646734.42 
Industry 5904.61 4846.65 10751.26 7739.04 600.68 2247.54 5051466.13 
Services 25323.26 13353.55 38676.81 24380.34 2307.52 8633.95 74545204.86 
Manufacturing 5007.13 3631.63 8638.76 6046.34 510.07 1908.51 3642420.98 
GDP 33933.10 23484.81 57417.91 38514.55 3146.91 11774.69 138643351.17 
Source: Researcher own compilation  
 
The above table 4.2 represents the descriptive statistics of the variable used in 
formulation and testing of first hypothesis i.e. there is no significant impact of service, 
agriculture, industry and manufacturing sector on the growth of Indian Economy. The 
variables considered include, agriculture, Industry, Services, manufacturing and GDP 
of India. Descriptive Statistics is presented as range, minimum, maximum, mean, 
standard deviation and variance. The table 4.2 shows that GDP was highest in 2013-
14 with a mean value of 38514.55 crores for the study period. Variance is the square 
of standard deviation which shows the variability of the variables. Highest scattered 
ness was found in GDP during the study period.  
Table 4.3 Tests of Normality 
 Kolmogorov-Smirnova Shapiro-Wilk 
Statistic Df Sig. Statistic df Sig. 
Agriculture .143 14 .200* .938 14 .397 
Industry .136 14 .200* .898 14 .107 
Services .125 14 .200* .933 14 .335 
Manufacturing .143 14 .200* .896 14 .098 
GDP .130 14 .200* .928 14 .285 
*. This is a lower bound of the true significance. 
a. Lilliefors Significance Correction 
Source: Researcher own compilation  
 
The above table 4.3 reveals the test of normality of the sample taken for testing of 
hypothesis. If the number of observation is obtained between 3 to 2000, Shapriro-
Wilk test is taken into consideration otherwise Kolmogorov-Smirnov is applied to 
test the normality. Further it can be observed from the above table that significance 
p-values are more than critical p-value at 5 per cent level of significance in both the 
cases. Hence it can be concluded that the data set is normal. 
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Figure 4.2 
 
 
 
 
Figure 4.3 
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Figure4. 4 
 
 
Figure 4.5 
 
 
Figure 4.6 
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The figure 4.2 to 4.6 the plots which can used to check the normal distribution of 
varibles under consideration. In other words, the quantile-quantile plot (Q-Q plot) 
compares ordered values of a variable with quantiles of a specific theoretical 
distribution. Q-Q plots are used to see how well empirical data is normally 
distributed. The curve pattern in the Q-Q-plots also suggests that the data of 
agriculture, services, manufacturing and industry is normal. 
Table 4.4 Correlation among the Variables under Consideration 
 GDP Agriculture Industry Services Manufacturing 
Pearson 
Correlation 
GDP 1.000 .987 .995 1.000 .995 
Agriculture .987 1.000 .978 .985 .978 
Industry .995 .978 1.000 .993 1.000 
Services 1.000 .985 .993 1.000 .993 
Manufacturing .995 .978 1.000 .993 1.000 
Sig. (1-
tailed) 
GDP . .000 .000 .000 .000 
Agriculture .000 . .000 .000 .000 
Industry .000 .000 . .000 .000 
Services .000 .000 .000 . .000 
Manufacturing .000 .000 .000 .000 . 
Source: Researcher own compilation  
 
The above table 4.4 shows that the correlation analysis among variables is shown. 
Null hypothesis is taken as there is no significant correlation between the variables 
and the alternate hypothesis is taken as there is a significant correlation between the 
variables. From the above table it can be clearly observed that the correlation is found 
highly positive between variables. In terms of significance level, the relationship 
among variables  is found significant as the value is less than 0.05. 
Table 4.5 ANOVA  
Model Sum of Squares D
f 
Mean Square F Sig. 
1 Regressio
n 
1802359244.27
7 
4 450589811.06
9 
938510.01
3 
.000
b 
Residual 4321.007 9 480.112   
Total 1802363565.28
4 
13    
a. Dependent Variable: GDP 
b. Predictors: (Constant), Manufacturing, Agriculture, Services, Industry 
Source: Researcher own compilation  
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The above table 4.5 shows the coefficient of determination and significance F value. F 
value reveals about the model fit. As the p-value is found to be 0.00 which is less than 
0.05 at 5 per cent level of significance, it can be concluded that the model is perfectly 
fit to predict the variable. 
Table 4.6 Coefficients 
Model Unstandardized 
Coefficients 
Standardized 
Coefficients 
T Sig. 
B Std. 
Error 
Beta 
1 (Constant) 929.016 210.325  4.417 .002 
Agriculture 1.025 .044 .070 23.142 .000 
Industry .557 .212 .106 2.632 .027 
Services 1.031 .007 .756 145.354 .000 
Manufacturing .429 .248 .070 1.733 .117 
a. Dependent Variable: GDP 
Source: Researcher own compilation  
 
The above table 4.6 examines the inferential statistics and hypothesis testing through 
multiple regression technique. It determines the regression coefficient i.e. intercept 
and slope. The intercept value (929.016) can be interpreted as the value of dependent 
variable value (GDP) when values of independent variables are zero. It is also called 
as constant value denote by alpha (α). The coefficients value is 1.025 for Agriculture, 
0.557 for Industry, 1.031 for Services and 0.429 for Manufacturing. It shows the rate 
of change in dependent variable (GDP) in respect of independent variable. In the 
result, agriculture, industry and services are found to be significant as the p vaue is 
less than 0.05 and Manufacturing is found to be insignificant. Accordingly, the 
regression equation can be estimated as-  
GDP= 929.016 + 1.025Agriculture + 0.557Industry +1.031 Services  
 
4.3 Part II: Empirical analysis of relationship of Indian Service Sector FDI Inflows 
with total FDI in India 
Under this part, the analysis focuses upon the two components i.e. FDI inflows in the 
Indian service sector and total FDI in India. In other words, the relationship of Indian 
Service Sector FDI with total FDI is studied here and the following hypothesis is 
formulated and tested:   
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Hypothesis-2 
H0: There is no significant impact of Foreign Direct Investment in service sector on 
total FDI inflows in India 
H1: There is significant impact of Foreign Direct Investment in service sector on total 
FDI inflows in India 
Table 4.7 Descriptive Statistics 
Variable Statistic 
FDI Mean 23828.0000 
95% Confidence Interval for 
Mean 
Lower Bound 13909.7130 
Upper Bound 33746.2870 
5% Trimmed Mean 23665.2778 
Median 28562.0000 
Variance 295083989.231 
Std. Deviation 17178.00888 
Minimum 4029.00 
Maximum 46556.00 
Range 42527.00 
SFDI Mean 4322.5714 
95% Confidence Interval for 
Mean 
Lower Bound 2523.3738 
Upper Bound 6121.7690 
5% Trimmed Mean 4293.0794 
Median 5181.5000 
Variance 9710241.187 
Std. Deviation 3116.12599 
Minimum 731.00 
Maximum 8445.00 
Range 7714.00 
Source: Researcher own compilation  
 
The above table 4.7 shows the descriptive statistics which represents of total Foreign 
Direct Investment and Foreign Direct Investment in service sector for the period of 
2000-01 to 2013-14. The various descriptions are given with the help of mean, 
median, standard deviation, minimum and maximum range and interquartile range. 
The average value of FDI for the study period was 23828 million US$ and 4322 
million US$ for service sector FDI.  The FDI and service sector FDI was the highest 
in 2013-14. 
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Table 4.8 Tests of Normality 
 
Kolmogorov-Smirnova Shapiro-Wilk 
Statistic df Sig. Statistic Df Sig. 
FDI .235 14 .035 .830 14 .120 
SFDI .235 14 .065 .830 14 .052 
a. Lilliefors Significance Correction 
Source: Researcher own compilation  
 
The above table 4.8 presents the test of normality of the sample taken for testing of 
hypothesis. Shapiro- Wilk test was applied as number of observations is less than 
2000. It can be observed from the above table that significance p-values are more 
than critical p-value at 5 per cent level of significance in both cases hence it can be 
concluded that data of FDI and Service sector is normal for the study period. 
Table 4.9 Model Summary 
Model R R Square Adjusted R Square 
Std. Error of the 
Estimate 
1 1.000a 1.000 1.000 1.44663 
a. Predictors: (Constant), SFDI 
Source: Researcher own compilation  
 
The above table 4.9 FDI is taken as dependent variable and Service sector as 
independent variable. The value of correlation shows the perfect positive relationship 
between the dependent and independent variable and 100 percent change in Indian 
service sector FDI inflows is caused by total FDI inflows in India.  
Table 4.10 ANOVA 
Model Sum of Squares df Mean Square F Sig. 
1 
Regression 3836091834.887 1 3836091834.887 1833055528.437 .000b 
Residual 25.113 12 2.093   
Total 3836091860.000 13    
a. Dependent Variable: FDI 
b. Predictors: (Constant), SFDI 
Source: Researcher own compilation  
 
In the above table 4.10, F value tells about the model fit. . Degree of freedomin 
Regression is equal to the number of predictors in the model denoted by k, as the 
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model has 1 predictors. Degree of Freedom Residual is equal to N-K-1, where N is 
the total number of cases used in the regression, and K is the number of predictors. 
Degree of Freedom Total is equal to N-1 i.e.13. As the p-value is found to be 0.00 
which is less than 0.05 at 5 per cent level of significance, it can be concluded that 
model is perfectly fit to predict the variable. Accordingly, the null hypothesis which 
states that there is no significant relationship of Indian service sector FDI inflows with 
total FDI inflows in India is rejected. In other words, significant relationship exists 
between the Indian service sector FDI inflows with total FDI.  
Table 4.11 Coefficients 
Model 
Unstandardized 
Coefficients 
Standardized 
Coefficients T Sig. 
B Std. Error Beta 
1 (Constant) -.680 .678  -1.004 .335 SFDI 5.513 .000 1.000 42814.198 .000 
a. Dependent Variable: FDI 
Source: Researcher own compilation  
The above table 4.11 examines the inferential statistics and hypothesis testing through 
bivariate regression technique. It determines the regression coefficient i.e. intercept 
and slope. The intercept value (-.680) can be interpreted as the value of dependent 
variable value (FDI) when independent value is zero. It is also called as constant 
value denoted by alpha (α). The slope coefficients show the value 5.513 for SFD. It 
shows the rate of change in dependent variable (FDI) in respect of independent 
variable (SFDI). The service sector FDI was found to be significant variable to predict 
the FDI as the p-value is less than 0.05.  The regression equation can be estimated as-  
FDI = -0.680 + 5.513 SFDI 
4.4 Part III: Analyzing the relationship of independent variables (GDP, AGGDP, 
EX, TB, TO, INFL, EXR, WPI and FER) with FDI Inflows in the Indian service 
sector.  
There is long list of determinants available having impact on the FDI Inflows in the 
Indian service sector. All such variables can be regarded as independent variables for 
the assessing their relationship with Indian service sector FDI Inflows.     
Hypothesis-3 
H0: There is no significant relationship of independent variables (GDP, AGGDP, EX, 
TB, TO, INFL, EXR, WPI and FER) with FDI Inflows in the Indian service sector. 
H1: There is a significant relationship of independent variables (GDP, AGGDP, EX, 
TB, TO, INFL, EXR, WPI and FER) with FDI Inflows in the Indian service sector.  
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Table 4.12 Statistics of Various Variables for the period 2000-2014 
Year FDIS GDP AGGDP EX TB TO INFL EXR WPI FER 
 INR Crore INR Crore % INR Crore INR Crore  %  % INR Crore 
2000-01 19456.04 2348481 7.7 203571 -27302 0.18 4 47.18 7.2 197204 
2001-02 29601.77 2474962 8.7 209018 -36182 0.18 3.7 48.59 3.6 264036 
2002-03 24314.02 2570935 7.8 255137 -42069 0.21 4.4 46.58 3.4 361470 
2003-04 20870.94 2775749 12 293367 -65741 0.24 3.8 45.61 5.5 490129 
2004-05 29220.28 2971464 13.2 375340 -125725 0.29 3.8 44.10 6.5 619116 
2005-06 43272.67 3253073 14.1 456418 -203991 0.34 4.2 45.30 4.4 676387 
2006-07 110226.75 3564364 16.6 571779 -268727 0.40 6.1 41.34 6.6 868222 
2007-08 168256.85 3896636 15.9 655864 -356448 0.43 6.4 43.54 4.7 1237965 
2008-09 202204.72 4158676 15.7 840755 -533681 0.53 9.8 48.40 8.1 1283865 
2009-10 182270.61 4516071 15.2 845534 -518202 0.49 4.8 45.72 3.8 1259665 
2010-11 224818.92 4918533 18.7 1142922 -540545 0.57 5.1 46.67 9.6 1361013 
2011-12 165625.04 5247530 15.8 1465959 -879504 0.73 8.9 53.43 8.9 1506130 
2012-13 174066.13 5482111 11.9 1634319 -1034843 0.79 9.3 58.59 7.4 1588420 
2013-14 216711.03 5741791 11.5 1894182 -820000 0.80 10.9 61.02 6 1828380 
Source: Researcher own compilation  
 
The above table 4.12 provides the data of Gross Domestic Product, Average Growth in GDP, Export, Trade Balance, Trade openness, Inflation, 
Exchange Rate, Wholesale Price Index and Foreign Exchange Reserve for the period of 14 years i.e 2000-01 to 2013-14. It is worthwhile to 
mention here that Trade Balance is the difference between Export and Import which shows the negative figure for all the years. Trade Openness 
is calculated as total trade divided by GDP where the total trade is equal to export and Import of goods &Services. Inflation rate, annual growth 
of GDP and Wholesale price index were presented in per cent form. 
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Figure 4.7: Trend of FDIS and GDP 
 
 
Figure 4.8: Trend of AGGDP and EXPORT 
 
 
Figure 4.9: Trend of Trade Balance and Trade Openness 
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Figure 4.10: Trend of Inflation and Exchange Rate 
 
 
Figure 4.11: Trend of Wholesale Price Index and Foreign Exchange Rate 
 
 
Table 4.13 Descriptive Statistics 
 Statistic 
GDP Mean 115065.4121 
95% Confidence Interval for 
Mean 
Lower Bound 67170.0046 
Upper Bound 162960.8197 
5% Trimmed Mean 114279.6268 
Median 137925.8950 
Variance 6881134504.902 
Std. Deviation 82952.60397 
Minimum 19456.04 
Maximum 224818.92 
Range 205362.88 
SFDI Mean 115065.4121 
95% Confidence Interval for 
Mean 
Lower Bound 67170.0046 
Upper Bound 162960.8197 
5% Trimmed Mean 114279.6268 
Median 137925.8950 
Variance 6881134504.902 
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Std. Deviation 82952.60397 
Minimum 19456.04 
Maximum 224818.92 
Range 205362.88 
AGGDP Mean 13.2000 
95% Confidence Interval for 
Mean 
Lower Bound 11.2218 
Upper Bound 15.1782 
5% Trimmed Mean 13.2000 
Median 13.6500 
Variance 11.738 
Std. Deviation 3.42614 
Minimum 7.70 
Maximum 18.70 
Range 11.00 
EX Mean 774583.2143 
95% Confidence Interval for 
Mean 
Lower Bound 451165.8072 
Upper Bound 1098000.6214 
5% Trimmed Mean 744106.1825 
Median 613821.5000 
Variance 313761087951.566 
Std. Deviation 560143.81006 
Minimum 203571.00 
Maximum 1.89E+006 
Range 1690611.00 
TB Mean -389497.1429 
95% Confidence Interval for 
Mean 
Lower Bound -585839.1234 
Upper Bound -193155.1623 
5% Trimmed Mean -373766.5476 
Median -312587.5000 
Variance 115637484403.824 
Std. Deviation 340055.11966 
Minimum -1034843.00 
Maximum -27302.00 
Range 1007541.00 
TRO Mean .4414 
95% Confidence Interval for 
Mean 
Lower Bound .3147 
Upper Bound .5681 
5% Trimmed Mean .4360 
Median .4150 
Variance .048 
Std. Deviation .21943 
Minimum .18 
Maximum .80 
Range .62 
INFL Mean 6.0857 
95% Confidence Interval for 
Mean 
Lower Bound 4.6107 
Upper Bound 7.5607 
5% Trimmed Mean 5.9508 
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Median 4.9500 
Variance 6.526 
Std. Deviation 2.55459 
Minimum 3.70 
Maximum 10.90 
Range 7.20 
EXR Mean 48.2907 
95% Confidence Interval for 
Mean 
Lower Bound 45.0379 
Upper Bound 51.5435 
5% Trimmed Mean 47.9697 
Median 46.6250 
Variance 31.738 
Std. Deviation 5.63365 
Minimum 41.34 
Maximum 61.02 
Range 19.68 
Interquartile Range 4.80 
Skewness 1.355 
Kurtosis 1.207 
WPI Mean 6.1214 
95% Confidence Interval for 
Mean 
Lower Bound 4.9729 
Upper Bound 7.2700 
5% Trimmed Mean 6.0794 
Median 6.2500 
Variance 3.957 
Std. Deviation 1.98927 
Minimum 3.40 
Maximum 9.60 
Range 6.20 
FER Mean 967285.8571 
95% Confidence Interval for 
Mean 
Lower Bound 658027.1756 
Upper Bound 1276544.5387 
5% Trimmed Mean 962229.6190 
Median 1053093.5000 
Variance 286890455731.209 
Std. Deviation 535621.56018 
Minimum 197204.00 
Maximum 1.83E+006 
Range 1631176.00 
Source: Researcher own compilation  
 
In the table 4.13 descriptive statistics is given for predictor and dependent variables. 
Foreign Direct Investment in Service Sector is taken as a dependent variable and 
Gross Domestic Product, Average Growth in GDP, Export, Trade Balance, 
Tradeopenness, Inflation, Exchange Rate, Wholesale Price Index and Foreign 
Exchange Reserve is taken as independent variable for the study period i.e. 2000-01 
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to 2013-14. Descriptive statistics are represented in the form of average, median, 
variance, standard deviation, minimum, maximum and range for the entire variable. 
Table 4.14 Tests of Normality 
 Kolmogorov-Smirnova Shapiro-Wilk 
Statistic Df Sig. Statistic Df Sig. 
GDP .130 14 .035 .830 14 .123 
SFDI .235 14 .065 .830 14 .052 
AGGDP .149 14 .200* .938 14 .399 
EX .164 14 .200* .885 14 .068 
TB .143 14 .200* .897 14 .102 
TRO .120 14 .200* .915 14 .184 
INFL .222 14 .061 .834 14 .135 
EXR .265 14 .009 .845 14 .191 
WPI .120 14 .200* .956 14 .663 
FER .193 14 .165 .936 14 .367 
*. This is a lower bound of the true significance. 
a. Lilliefors Significance Correction 
Source: Researcher own compilation  
 
The above table 4.14 presents the test of normality of the sample taken for testing of 
hypothesis. Shapiro- Wilk test was applied as number of observations is less than 
2000. It can be observed from the above table that significance p-values are more 
than critical p-value at 5 per cent level of significance in both cases. Hence it can be 
concluded that data of all the variables in the model has been normal during study 
period. 
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Table 4.15 Relationship among the Variables 
 GDP SFDI AGGDP EX TB TRO INFL EXR WPI FER 
GDP Pearson Correlation 1 1.000
** .653* .824** -.835** .862** .751** .439 .481 .937** 
Sig. (2-tailed)  .000 .011 .000 .000 .000 .002 .117 .081 .000 
SFDI Pearson Correlation 1.000
** 1 .653* .824** -.835** .862** .751** .439 .481 .937** 
Sig. (2-tailed) .000  .011 .000 .000 .000 .002 .117 .081 .000 
AGGDP Pearson Correlation .653
* .653* 1 .356 -.418 .466 .259 -.229 .477 .589* 
Sig. (2-tailed) .011 .011  .212 .137 .093 .371 .432 .084 .027 
EX Pearson Correlation .824
** .824** .356 1 -.963** .985** .854** .808** .492 .938** 
Sig. (2-tailed) .000 .000 .212  .000 .000 .000 .000 .074 .000 
TB Pearson Correlation -.835** -.835** -.418 -.963** 1 -.985** -.851** -.743** -.512 -.937** 
TRO Pearson Correlation .862
** .862** .466 .985** -.985** 1 .872** .731** .522 .968** 
Sig. (2-tailed) .000 .000 .093 .000 .000  .000 .003 .056 .000 
INFL Pearson Correlation .751
** .751** .259 .854** -.851** .872** 1 .740** .454 .837** 
Sig. (2-tailed) .002 .002 .371 .000 .000 .000  .002 .103 .000 
EXR Pearson Correlation .439 .439 -.229 .808
** -.743** .731** .740** 1 .259 .598* 
Sig. (2-tailed) .117 .117 .432 .000 .002 .003 .002  .370 .024 
WPI Pearson Correlation .481 .481 .477 .492 -.512 .522 .454 .259 1 .457 Sig. (2-tailed) .081 .081 .084 .074 .061 .056 .103 .370  .101 
FER Pearson Correlation .937
** .937** .589* .938** -.937** .968** .837** .598* .457 1 
Sig. (2-tailed) .000 .000 .027 .000 .000 .000 .000 .024 .101  
Source: Researcher own compilation  
 
With the help of the above table 4.15, the of correlation between the variable and their significant level can be analyzed. No correlation exist 
between the variables taken as a null hypothesis and the correlation exist between the variables taken as alternative hypothesis. The values of 
Pearson correlation lies between 0.01 to 0.25 is signified as low correlation, 0.25 to 0.75 moderate correlation, 0.75 to 0.90 high correlation and 
0.90 to 0.99 as very high correlation. There is no correlation when value is zero and there is perfect correlation if the value is 1. In terms of 
significance value, if the p-value is less than 0.05, null hypothesis is accepted and it  can be concluded that there is no significant correlation 
exist between the variable. In the contrary part if the p-value is more than 0.05, alternate hypothesis is accepted and it can be concluded that 
there is a significant correlation exist between the variables. 
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Table 4.16 
Model Summary 
Model R R Square Adjusted R Square 
Std. Error of the 
Estimate 
1 .994a .987 .959 16763.86144 
a. Predictors: (Constant), FER, WPI, EXR, INFL, AGGDP, TB, EX, GDP, TRO 
Source: Researcher own compilation  
 
The above table 4.16 shows the model summary depicts the relationship between the 
dependent variable (FDIS) and independent variable (FER, WPI, EXR, INFL, 
AGGDP, TB, EX, GDP, TRO). The R value (.994) represents the multiple 
correlations between the dependent variable and independent variable which is found 
to be very high and positive correlation. The R square (.987) is also called as 
coefficient of multiple determination showed 98.7 per cent variations in the dependent 
variable (FDIS) and is explained by independent variables (FER, WPI, EXR, INFL, 
AGGDP, TB, EX, GDP, TRO). The rest of the 1.3 per cent changes are caused by 
variables other than independent variables also called coefficient of non- 
determination (1- R2). The regression equation appears to be very useful for making 
predictions of service sector FDI since the value of R2 are closed to 1.  
Table 4.17 ANOVA 
Model Sum of Squares Df Mean Square F Sig. 
1 Regression 88330640362.070 9 9814515595.786 34.924 .002b 
Residual 1124108201.659 4 281027050.415   
Total 89454748563.729 13    
a. Dependent Variable: FDIS 
b. Predictors: (Constant), FER, WPI, EXR, INFL, AGGDP, TB, EX, GDP, TRO 
Source: Researcher own compilation  
 
The above table 4.17 shows the regression sum of squares which highlights the 
variability accounted for by the regression model, which is fitting of the least-squares 
line. The residual sum of squares shows the variability unaccounted for by the 
regression model. At the α = 0.05 level of significance, there exists enough evidence 
to conclude that the predictors are useful for predicting FDI in service sector (FDIS) 
therefore the model us useful. Beside this the p-value is .002 which is less than 0.05 
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hence our null hypothesis which states that there is no significant relationship of 
independent variables (GDP, AGGDP, EX, TB, TO, INFL, EXR, WPI and FER) with 
FDI Inflows in the Indian service sector is rejected. In other words, there is presence 
of significant relationship of independent variables (GDP, AGGDP, EX, TB, TO, 
INFL, EXR, WPI and FER) with FDI Inflows in the Indian service sector. 
Table 4.18 Coefficients 
Model Unstandardized 
Coefficients 
Standardized 
Coefficients 
t Sig. 
B Std. Error Beta 
1 (Constant) 467.439 399276.698  -1.169 .307 
GDP .267 .095 3.784 2.802 .049 
AGGDP 191.038 7880.435 -.045 -.138 .897 
EX 0.097 .270 -.652 -.358 .039 
TB -.066 .241 -.272 -.276 .007 
TRO -129.836 770338.821 -3.437 -1.687 .167 
INFL 25.766 8106.677 .791 3.168 .034 
EXR 836.086 4975.190 -.057 -.168 .005 
WPI 74.063 4741.226 .161 1.418 .029 
FER 191.036 .094 .233 .385 .020 
a. Dependent Variable: FDIS 
Source: Researcher own compilation  
 
The above table 4.18 examines the inferential statistics and hypothesis testing through 
multiple regression technique. It determines the regression coefficient i.e. intercept 
and slope. The intercept value (467.39)can be interpreted as the value of dependent 
variable value (FDIS) when independent value is zero. It is also called as constant 
value denoted by alpha (α). The slope coefficients show the value .267 for GDP, 
191.03 for AGGDP, 0.097 for Export. -.006 for trade balance, -129.83 for trade 
openness, 25.766 for inflation, 836.06 for exchange rate, 74.063 for Wholesale price 
index and 191.036 for Foreign exchange reserve. It shows the rate of change in 
dependent variable (AUM) in respect of independent variables. In the model AGGDP 
and Trade Openness were the insignificant variables to predict the service sector FDI 
as the p-value was more than 0.05 at 5 per cent level of significance and rest of the 
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variable were forum to be significant as the p-value is less than 0.05. The regression 
equation can be estimated as-  
SFDI= 467.39 + .267 GDP + 0.097Ex–.006TO +25.766 INFL+ 836.06EXR + 
74.063 WPI + 191.036 FER 
Table 4.19 Comparison of Expected and Actual Relationship between Variable 
Variables Expected Relation  Actual Relationship  
Gross Domestic Product Positive Positive* 
Annual Growth Rate of GDP Positive Positive 
Export Positive Positive* 
Trade Balance  Positive Negative* 
Trade openness  Positive Negative 
Inflation Negative Positive* 
Exchange rate  Negative Positive* 
Foreign Reserve  Positive Positive* 
Wholesale Price Index WPI Negative Positive* 
Source: Researcher own compilation  
 
In the table 4.19, it can be clearly observed that in the model Inflation, Exchange Rate 
and WPI has negative relationship with FDI in service sector and other variable has 
the positive relationship with FDI in service sector. After the analysis the actual 
relationships are found to be similar and significant only in the case of GDP, Export 
and Foreign Exchange Reserve.  It shows that these three variables are most important 
factor to predict the service sector FDI. The results of this model are confirmatory 
with other earlier studies also. Verma & Baidhanathan (2014) also found the similar 
kind of relationship between foreign direct investment and its specific determinants. 
Second Section  
This section explains the inter-comparative projection of FDI inflows in the Indian 
service sector and is further subdivided into four parts. Part I deals with the summary 
statistics as well as distribution of all the variables under consideration. Part II deals 
with projection of FDI inflows in the Indian service sector. Part III deals with the 
Projection of FDI inflows in the Inter Service Sector Components (Construction, 
Telecommunication, Computer) for 5 years from 2015 to 2019. Part IV deals with the 
formulation and testing of hypothesis. 
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4.5 Part I Summary Statistics and Distribution of Variables  
Under this the summary statistics as well as distribution of all the variables under 
consideration is tested with the help of Kolmogorov-Smirnov test, Shapiro-Wilk test 
and normal probability plots. The variables have achieved the normality by 
transformation which includes FDI in service sector, FDI in construction, FDI in 
telecommunication and FDI in computer. The table 4.19 and 4.20 show the results of 
normality test and figure of probability plots and histogram are shown in (annexures). 
Table 4.20 Tests of Normality 
 Kolmogorov-Smirnov Shapiro-Wilk 
Statistic df Sig. Statistic Df Sig. 
FDI in Service Sector .235 14 .065 .830 14 .052 
FDI in Construction .235 14 .065 .830 14 .052 
FDI in 
Telecommunication .235 14 .065 .830 14 .052 
FDI in Computer .235 14 .065 .830 14 .052 
Source: Researcher own compilation  
 
The above table 4.19 shows the p-values of Kolmogorov-Smirnov and Shapiro-Wilk 
Test. The null hypothesis for both the tests is that the data is normally distributed. 
Accordingly, it requires the acceptance of null hypothesis in order to meet the 
assumption of normality. Here in all the variables the p-value is greater than .05. 
Hence it signifies the acceptance of null hypothesis in all the variables. Thereby mean 
that the data is normally distributed.   
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Table 4.21 Descriptive Statistics 
 Minimum Maximum Mean 
Std. 
Deviation 
FDI in Service Sector  730.86 8445.26 4322.40 3116.09 
FDI in Construction 431.51 4986.15 2551.98 1839.76 
FDI in 
Telecommunication 
262.29 3030.80 1551.20 1118.29 
FDI in Computer 237.31 2742.15 1403.47 1011.78 
Source: Researcher own compilation  
 
The above table 4.20 shows the descriptive statistics which comprise of mean, 
standard deviation, minimum and maximum value of the all the variables under 
consideration. The mean value is least in case of FDI in Computer i.e. 1403.47 
whereas highest mean value is in case of service sector i.e. 4322.40. On the other 
hand the standards deviation is least in case of FDI in computer i.e. 1011.78, whereas 
highest standard deviation is in case of FDI in Service sector. 
 
4.6 Part II. Projection of FDI inflows in the Indian Service Sector for 5 years (2016 
to 2020) 
The Forecasting add-on module provides two procedures for accomplishing the tasks 
of creating models and producing forecasts. The Time Series Modeler procedure 
creates models for time series, and produces forecasts. It includes an Expert Modeler 
that automatically determines the best model for each of the time series. For 
experienced analysts who desire a greater degree of control, it also provides tools for 
custom model building. The Apply Time Series Models procedure applies existing 
time series models—created by the Time Series Modeler—to the active dataset. This 
allows to obtain the forecasts for series for which new or revised data are available, 
without rebuilding models. If there is reason to think that a model has changed, it can 
be rebuilt using the Time Series Modeler. 
The Time Series Modeler procedure estimates exponential smoothing, 
univariate Autoregressive Integrated Moving Average (ARIMA), and multivariate 
ARIMA (or transfer function models) models for time series, and produces forecasts. 
The procedure includes an Expert Modeler that automatically identifies and estimates 
the best-fitting ARIMA or exponential smoothing model for one or more dependent 
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variable series, thus eliminating the need to identify an appropriate model through 
trial and error. Alternatively, can specify a custom ARIMA or exponential smoothing 
model. 
 
ARIMA Methodology is used in order to predict the value of FDI inflows in India 
for 5 years (2015, 2016, 2017, 2018 and 2019). The E-VIEWS and SPSS are the 
statistical software employed for estimation purpose. The projection of Inflows of FDI 
in India involves various stages which are discussed as under: 
 Firstly, the time series are tested for stationarity both graphically and with 
formal testing schemes by means of autocorrelation function, partial 
autocorrelation function and using Augmented Dickey-Fuller test of unit root. 
If the original or difference series comes out to be non-stationary then some 
appropriate transformations are made for achieving stationary in the series. 
 Secondly, based on BOX –Jenkins methodology appropriate models are 
constructed using FDI Inflows as dependent Variable and GDP, AGGDP, EX, 
TB, TO, INFL, ELEC, COAL, WPI independent variables. Here, the ARIMA 
order is determined by Autocorrelation function (ACF) and Partial 
Autocorrelation (PACF) plots and accordingly different models are run to get 
best fitted model.   
 Finally, forecasting performance of the various type of ARIMA models are 
compared by computing statistics like, Stationary R square, R- square, Root 
mean Square Error (RMSE), Mean Absolute Percentage Error (MAPE), Mean 
Absolute Error (MAE), Maximum Absolute Percentage Error (MaxAPE), 
Maximum Absolute Error (MaxAE) and Bayesian Information Criterion (BIC) 
and accordingly the best fitted model is used for forecasting the FDI inflows in 
India. 
Test for the Stationarity of the Series: In ARIMA model, first of all we test the 
stationary of the series and in order to test it different types of unit root test are 
available. The Unit Root Test helps us to test whether a time series is stationary or 
non-stationary. A well-known test which is valid in large sample is the Augmented 
Dickey-Fuller (ADF) Test.   
Augmented Dickey-Fuller (ADF) Test:  In Statistics and econometrics, an augmented 
Dickey – Fuller test is a test for the unit root in a time series. An augmented Dickey – 
fuller test is a version of the Dickey – Fuller test for a large and more complicated set 
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of time series. The augmented Dickey – Fuller (ADF) Statistics, used in the test, is a 
negative number. The more negative it is, the strong will be the rejection of null 
hypothesis which states that series is not stationary or there is presence of unit root.  
Null Hypothesis: The Series is not stationary  
Alternate Hypothesis: The Series is stationary   
Table 4.22 Results of Augmented Dickey-Fuller Test: At Level  
Source: Researcher own compilation  
 
The above table 4.21 shows the results of ADF test at level. Here, in order to meet the 
assumption it is required to  reject the null hypothesis which states that series is non 
stationary. If p-value is less than .05 then the null hypothesis rejected. Accordingly 
the null hypothesis is rejected in case of FDI in construction, FDI in 
telecommunication, AGGDP, EX and TO, meaning that these series are stationary at 
level, whereas for other series the differencing is required.  
  
Variables P-Value 
Acceptance/Rejection of Null 
Hypothesis 
FDI in Service Sector  0.7136 Null hypothesis accepted 
FDI in Construction 0.0004 Null hypothesis rejected 
FDI in 
Telecommunication 
0.0000 Null hypothesis rejected 
FDI in Computer 0.9994 Null hypothesis accepted 
Total FDI 1.0000 Null hypothesis accepted 
GDP 1.0000 Null hypothesis accepted 
AGGDP 0.0092 Null hypothesis rejected 
EX 0.0347 Null hypothesis rejected 
TB 0.2863 Null hypothesis accepted 
TO 0.0014 Null hypothesis rejected 
INFL 0.9994 Null hypothesis accepted 
EXR 1.0000 Null hypothesis accepted 
WPI 1.0000 Null hypothesis accepted 
FER 1.0000 Null hypothesis accepted 
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Table 4.23 Results of Augmented Dickey-Fuller Test: At First Difference     
Source: Researcher own compilation  
 
The table above 4.22 shows the results of ADF test at First difference. Here, in order 
to meet the assumption the null hypothesis which is required to be rejected states that 
series is non stationary. If p-value is less than .05 then the null hypothesis is rejected. 
Accordingly the null hypothesis is rejected in case of FDI in service sector, FDI in 
computer, GDP, WPI, and FER, meaning that these series are stationary at first 
differencing, whereas for other series second differencing is required.  
Table 4.24 Results of Augmented Dickey-Fuller test: At Second difference     
Source: Researcher own compilation  
 
The above table 5.23 shows the results of ADF test at second difference. Since the p-
value is less than 0.05, so we reject the null hypothesis thereby meaning that Total 
FDI, TB, INFL and EXR series are stationary after second level differencing.  
  
Variable P- Value Acceptance/Rejection of Null Hypothesis 
FDI in Service Sector 0.0000 Null hypothesis rejected 
FDI in Computer 0.0006 Null hypothesis rejected 
Total FDI 0.9390 Null hypothesis accepted 
GDP 0.0001 Null hypothesis rejected 
TB 0.6811 Null hypothesis accepted 
INFL 0.9994 Null hypothesis accepted 
EXR 1.0000 Null hypothesis accepted 
WPI 0.0001 Null hypothesis rejected 
FER 0.0004 Null hypothesis rejected 
Variable P- Value Acceptance/Rejection of Null Hypothesis 
Total FDI 0.0000 Null hypothesis rejected 
TB 0.0000 Null hypothesis rejected 
INFL 0.0000 Null hypothesis rejected 
EXR 0.0000 Null hypothesis rejected 
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Determination of ARIMA (p, d, q) Model 
After getting the stationary in all the series, we will go for the construction of ARIMA 
(p, d, and q) model. Firstly, what is ARIMA (p, d, and q)? ARIMA models are, in 
theory, the most general class of models for forecasting a time series which can be 
stationarized by transformations such as differencing and logging. In fact, the easiest 
way to think of ARIMA models is as fine-tuned versions of random-walk and 
random-trend models: the fine-tuning consists of adding lags of the differenced series 
and/or lags of the forecast errors to the prediction equation, as needed to remove any 
last traces of autocorrelation from the forecast errors.  
The acronym ARIMA stands for "Auto-Regressive Integrated Moving Average." 
Lags of the differenced series appearing in the forecasting equation are called "auto-
regressive" terms, lags of the forecast errors are called "moving average" terms, and a 
time series which needs to be differenced to be made stationary is said to be an 
"integrated" version of a stationary series. A non-seasonal ARIMA model is classified 
as an "ARIMA (p, d, and q)" model, where:  
 p is the number of autoregressive terms,  
 d is the number of non seasonal differences, and  
 q is the number of lagged forecast errors in the prediction equation.  
To identify the appropriate ARIMA model for a time series, the order(s) of 
differencing is required to stationarize the series and remove the gross features of 
seasonality, perhaps in conjunction with a variance-stabilizing transformation such as 
logging or deflating. If it stop at this point and predict that the differenced series is 
constant, it merely fit a random walk or random trend model. (Recall that the random 
walk model predicts the first difference of the series to be constant, the seasonal 
random walk model predicts the seasonal difference to be constant, and the seasonal 
random trend model predicts the first difference of the seasonal difference to be 
constant--usually zero.) However, the best random walk or random trend model may 
still have autocorrelated errors, suggesting that additional factors of some kind are 
needed in the prediction equation.  
Construction of ACF and PACF Plots  
The ACF and PACF plots are constructed in order to determine the ARIMA order. 
ACF and PACF plots: After the time series are stationarized by differencing, the 
next step in fitting an ARIMA model is to determine whether AR or MA terms are 
needed to correct any autocorrelation that remains in the differenced series. By 
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looking at the Auto Correlation Function (ACF) and Partial Auto Correlation 
Function (PACF) plots of the differenced series, then the numbers of AR and/or MA 
terms are tentatively identified. ACF plot is merely a bar chart of the coefficients of 
correlation between a time series and lags of itself and the PACF plot is a plot of the 
partial correlation coefficients between the series and lags of itself.  
In general, the "partial" correlation between two variables is the amount of correlation 
between them which is not explained by their mutual correlations with a specified set 
of other variables. For example, if  a variable Y is regressed on other variables X1, 
X2, and X3, the partial correlation between Y and X3 is the amount of correlation 
between Y and X3 that is not explained by their common correlations with X1 and 
X2. This partial correlation can be computed as the square root of the reduction in 
variance that is achieved by adding X3 to the regression of Y on X1 and X2.  
A partial autocorrelation is the amount of correlation between a variable and a lag of 
itself that is not explained by correlations at all lower-order-lags. The autocorrelation 
of a time series Y at lag 1 is the coefficient of correlation between Y(t) and Y(t-1), 
which is presumably also the correlation between Y(t-1) and Y(t-2). But if Y(t) is 
correlated with Y(t-1), and Y(t-1) is equally correlated with Y(t-2), then it is expected 
to find correlation between Y(t) and Y(t-2). (In fact, the amount of correlation which 
is expected at lag 2 is precisely the square of the lag-1 correlation.) Thus, the 
correlation at lag 1 "propagates" to lag 2 and presumably to higher-order lags. The 
partial autocorrelation at lag 2 is therefore the difference between the actual 
correlation at lag 2 and the expected correlation due to the propagation of correlation 
at lag 1.  
The ACF and PACF plots are shown for FDI in the Indian Service sector series in 
before log/lag transformation and after log/lag transformation in figures 4.12 and 4.13 
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ACF/PACF plots of FDI Inflow in the Indian Service Sector 
 
 
 
 
 
Figure 4.12 ACF and PACF before log/lag of FDI in the Indian Service Sector 
series 
 
 
 
Figure 4.13 ACF and PACF after log/lag of FDI series 
 
On the basis of results of figure 4.12 and 4.13 and also by hit and trail the following 
orders to ARIMA model are selected: ARIMA (0,1,0); ARIMA (1,1,0); ARIMA 
(1,0,0) and ARIMA (1,1,1) 
ARIMA(0,1,0) = random walk: In models it studied previously, two strategies for 
eliminating autocorrelation in forecast errors have been encountered. The approaches, 
which have been used in regression analysis, was the addition of lags of the 
stationarized series. For example, suppose initially fit the random-walk-with-growth 
model to the time series Y. The prediction equation for this model can be written as:  
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Where, the constant term (here denoted by "mu") is the average difference in Y. This 
can be considered as a degenerate regression model in which DIFF(Y) is the 
dependent variable and there are no independent variables other than the constant 
term. Since it includes (only) a non-seasonal difference and a constant term, it is 
classified as an "ARIMA (0,1,0) model with constant." Of course, the random walk 
without growth would be just an ARIMA (0,1,0) model without constant. 
ARIMA(1,1,0) = differenced first-order autoregressive model: If the errors of the 
random walk model are autocorrelated, perhaps the problem can be fixed by adding 
one lag of the dependent variable to the prediction equation--i.e., by regressing 
DIFF(Y) on itself lagged by one period. This would yield the following prediction 
equation:  
 
This can be rearranged to  
 
This is a first-order autoregressive, or "AR(1)", model with one order of nonseasonal 
differencing and a constant term--i.e., an "ARIMA(1,1,0) model with constant." Here, 
the constant term is denoted by "mu" and the autoregressive coefficient is denoted by 
"phi", in keeping with the terminology for ARIMA models popularized by Box and 
Jenkins. (In the output of the Forecasting procedure in Statgraphics, this coefficient is 
simply denoted as the AR(1) coefficient.  
Results for Different ARIMA Models 
In the view of above, various order of ARIMA are selected and timer series ARIMA 
model are run using SPSS and results obtained are shown in table 4.24. The table 4.24 
shows the value of R-Squared, RMSE, MAPE, MAE, MaxAPE, MaxMAE, and 
Normalized BIC. For the selection of appropriate model four criterions namely, 
Normalized Bayessian Information Criteria (BIC), the R-Square, Root Mean Square 
Error (RMSE) and the Mean Absolute Percentage error (MAPE) are used. 
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Table 4.25 Results for Different ARIMA Model for Service Sector 
 
(ARIMA 
0,1,0) 
(ARIMA 
1,1,0) 
ARIMA 
(1,0,0) 
ARIMA 
(1,1,1) 
R-Squared .881 .882 .883 .823 
RMSE 5.83 5.89 5.82 5.84 
MAPE 353.922 327.862 126.591 332.439 
MAE 3.079 3.063 3.048 3.853 
MaxAPE 6.718 6.215 1.881 6.488 
MaxMAE 1.787 1.745 2.035 1.884 
Normalized 
BIC 
45.177 45.208 45.119 
45.296 
Source: Researcher own compilation  
 
The high value of R-Square and lower value of BIC, MAPE, RMSE are preferable. 
From the above table the set criteria is found in ARIMA (1,0,0), accordingly it 
assumed as best model and used to predict value of FDI inflows in future. 
 
Checking of Statistical Significance or Model Estimation 
This is concerned with the checking of statistical significance of the model selected 
above. For this the Ljung-Box Statistics are considered which is a diagnostic tool used 
to test the lack of fit of a time series model.  
Table 4.26 Model Statistics 
Model 
Model Fit statistics Ljung-Box Q(18) 
R-
square
d 
RM
SE 
MA
PE 
M
AE 
MaxA
PE 
Max
AE 
Normalize
d BIC 
Statist
ics 
D
F 
Sig
. 
FDI in Indian 
Service Sector 
0.883 5.82 
126.
59 
3.0
48 
1.881 
2.03
5 
45.119 5.218 
1
9 
0.9
92 
Source: Researcher own compilation  
 
The Ljung-Box test is based on the autocorrelation plot. However, instead of testing 
randomness at each distinct lag, it tests the "overall" randomness based on a number 
of lags. For this reason, it is often referred to as a "portmanteau" test. Table 4.25 
shows the model statistics and Ljung-Box Statistics, which shows that model is not 
significantly different from 0, with value of 5.218 for 19 DF and associated p-value of 
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0.992, thus failing to reject the null hypothesis of no remaining significant AR in the 
residual of the model. Beside this the R-squared is .883 which is high and desirable at 
the same time RSMS is minimum. 
Model Diagnostic 
It is concerned with testing the goodness of fit of the model. Now the question is, Is 
the model adequate? From the graphs of residuals of ACF and PACF are drawn and 
shown in figure 4.14 and 4.15  
 
 Figure 4.14: Residuals of ACF at Various Lags in the Indian Service Sector 
 
Figure 4.15: Residuals of PACF at Various Lags in the Indian Service Sector 
From the above figures it can be seen that all points are randomly distributed and 
there is irregular pattern, meaning that the model is adequate. The model is adequate 
in the sense that the graphs of residuals of ACF and PACF shows a random variation 
from the origin zero to the points above and below and all are uneven. Hence the 
model is adequate and now we can go for projection of FDI inflows in India. 
Forecast of FDI in the Indian Service Sector on the Basis of Selected and Tested 
Model  
The model selected above is used to predict the value of FDI inflows in India for 5 
years (2015 to 2019) after the period of analysis.  The forecasts are shown in table 
4.26 
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Table 4.27 Forecast of FDI Inflows in the Indian Service Sector 
Year 
FDI Inflows in the Indian Service Sector 
Forecast UCL LCL 
2015 9129 12346 8253 
2016 11260 13456 10384 
2017 8296 98765 7420 
2018 8718 98712 7842 
2019 10854 11234 9978 
Source: Researcher own compilation  
 
The above table 4.26 shows the predictions of FDI inflows in Indian service sector for 
the forthcoming five years. Besides this, the upper and lower control limit are also 
shown. The forecast for FDI inflows in the Indian service sector shows the mixed 
trend for the projection period under consideration. 
 
4.7 Part III. Projection of FDI inflows in the Inter Service Sector Components 
(Construction, Telecommunication, Computer) for 5 years from 2015 to 2019 
 
A. Projection of FDI inflows in the Construction 
Construction of ACF and PACF Plots: The ACF and PACF plots are constructed 
in order to determine the ARIMA order. 
 
ACF/PACF plots of FDI Inflow in the Construction  
 
 
Figure 4.16 ACF and PACF before log/lag of FDI inflows in the construction  
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Figure 4.17 ACF and PACF after log/lag of FDI inflows in the construction 
 
On the basis of results of figures 4.16 and 4.17 and also by hit and trail the following 
orders to ARIMA model are selected: ARIMA (0,1,0); ARIMA (1,1,0); and ARIMA 
(1,0,0)  
Results for Different ARIMA Models 
In the view of above, various orders of ARIMA are selected and timer series ARIMA 
model are run using SPSS and results obtained are shown in table 4.27.  
Table 4.28 Results for Different ARIMA Model for Construction Sector  
 (ARIMA 0,1,0) (ARIMA 1,1,0) ARIMA (1,0,0) 
R-Squared .681 .682 .683 
RMSE 2.83 2.89 2.82 
MAPE 153.922 227.862 226.591 
MAE 4.079 4.063 4.048 
MaxAPE 3.718 3.215 3.881 
MaxMAE 2.787 2.745 2.035 
Normalized BIC 25.177 25.208 25.119 
Source: Researcher own compilation  
 
The above table 4.27 shows the value of R-Squared, RMSE, MAPE, MAE, MaxAPE, 
MaxMAE, and Normalized BIC. For the selection of appropriate model four 
criterions namely, Normalized Bayessian Information Criteria (BIC), the R-Square, 
Root Mean Square Error (RMSE) and the Mean Absolute Percentage error (MAPE) 
are used. The high value of R-Square and lower value of BIC, MAPE, RMSE are 
preferable. From the above table the set criteria is found in ARIMA (1,0,0), 
accordingly it assumed as best model and used to predict value of FDI inflows.  
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Checking of Statistical Significance or Model Estimation 
This is concerned with the checking of statistical significance of the model selected 
above. For this the Ljung-Box Statistics are considered which is a diagnostic tool used 
to test the lack of fit of a time series model.  
Table 4.29 Model Statistics 
Model 
Model Fit statistics Ljung-Box Q(18) 
R-
square
d 
RM
SE 
MA
PE 
MA
E 
MaxA
PE 
Max
AE 
Normalized 
BIC 
Statist
ics 
D
F 
Sig. 
FDI Inflows 
Construction 
0.683 2.82 
226.
59 
4.0
48 
3.881 2.035 25.119 6.218 
1
9 
0.8
92 
Source: Researcher own compilation  
 
The Ljung-Box test is based on the autocorrelation plot. However, instead of testing 
randomness at each distinct lag, it tests the "overall" randomness based on a number 
of lags. For this reason, it is often referred to as a "portmanteau" test. Table 4.28 
shows the model statistics and Ljung-Box Statistics, which shows that model is not 
significantly different from 0, with value of 6.218 for 19 DF and associated p-value of 
0.892, thus failing to reject the null hypothesis of no remaining significant AR in the 
residual of the model. Beside this the R-squared is .683 which is high and desirable at 
the same time RSMS is minimum. 
 
Model Diagnostic 
It is concerned with testing the goodness of fit of the model. Now the question  is, Is 
the model adequate? From the graphs of residuals of ACF and PACF are drawn and 
shown in figure 4.18 and 4.19  
 
 
 Figure 4.18: Residuals of ACF at Various Lags of FDI inflows in the 
construction 
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Figure 4.19: Residuals of PACF at Various Lags of FDI inflows in the 
construction 
 
From the above figures 4.18 and 4.19 it can be seen that all points are randomly 
distributed and there is irregular pattern, meaning that the model is adequate. The 
model is adequate in the sense that the graphs of residuals of ACF and PACF shows a 
random variation from the origin zero to the points above and below and all are 
uneven. Hence the model is adequate and now we can go for projection of FDI 
inflows in India. 
 
Forecast of FDI Inflows in the Construction on the Basis of Selected and Tested 
Model  
The model selected above is used to predict the value of FDI inflows in India for 5 
years (2015 to 2019) after the period of analysis. The forecasts are shown in table 
4.29 
Table 4.30 Forecast of FDI Inflows in the Construction Sector  
Year 
FDI Inflows in the in the Construction 
Forecast UCL LCL 
2015 5390 7654 6543 
2016 6648 8976 7654 
2017 4898 9087 8765 
2018 5147 9234 6876 
2019 6408 9654 6123 
Source: Researcher own compilation  
 
The above table 4.29 shows the prediction s of FDI inflows in Indian service sector 
for the forthcoming five years. Besides this the upper and lower control limit are also 
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shown. The forecast for FDI inflows in the construction area shows the increasing 
trend for the projection period under consideration. 
 
B. Projection of FDI inflows in the Telecommunication 
 
Construction of ACF and PACF Plots: The ACF and PACF plots are constructed 
in order to determine the ARIMA order. ACF/PACF plots of FDI Inflows in the 
Telecommunication   
 
 
 
Figure 4.20 ACF and PACF before log/lag of FDI inflows in the 
telecommunication   
 
 
Figure 4.21 ACF and PACF after log/lag of FDI inflows in the 
telecommunication 
 
On the basis of results of figure 4.20 and 4.21 and also by hit and trail the following 
orders to ARIMA model are selected: ARIMA (0,1,0); ARIMA (1,1,0); and ARIMA 
(1,0,0)  
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Results for Different ARIMA Models 
In the view of above, various orders of ARIMA are selected and time series ARIMA 
model is run by using SPSS and results obtained are shown in table 4.30 
Table 4.31 Results for Different ARIMA Model for Telecommunication Sector   
 (ARIMA 0,1,0) (ARIMA 1,1,0) ARIMA (1,0,0) 
R-Squared .471 .472 .473 
RMSE 2.83 2.89 2.82 
MAPE 213.922 227.862 216.591 
MAE 4.079 4.063 4.048 
MaxAPE 3.718 3.215 3.881 
MaxMAE 2.787 2.745 2.035 
Normalized BIC 25.177 25.208 26.119 
Source: Researcher own compilation  
 
The above table 4.30 shows the value of R-Squared, RMSE, MAPE, MAE, MaxAPE, 
MaxMAE, and Normalized BIC. For the selection of appropriate model four 
criterions namely, Normalized Bayessian Information Criteria (BIC), the R-Square, 
Root Mean Square Error (RMSE) and the Mean Absolute Percentage error (MAPE) 
are used. The high value of R-Square and lower value of BIC, MAPE, RMSE are 
preferable. From the above table the set criteria is found in ARIMA (1,0,0), 
accordingly it assumed as best model and used to predict value of FDI inflows.  
 
Checking of Statistical Significance or Model Estimation 
This is concerned with the checking of statistical significance of the model selected 
above. For this the Ljung-Box Statistics are considered which is a diagnostic tool used 
to test the lack of fit of a time series model.  
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Table 4.32 Model Statistics 
Model 
Model Fit statistics Ljung-Box Q(18) 
R-
squared 
RMS
E 
MAP
E 
MA
E 
MaxAP
E 
MaxA
E 
Normalized 
BIC 
Statisti
cs 
D
F 
Sig. 
FDI Inflows 
Telecommunication  
0.473 2.82 
216.5
9 
4.04
8 
3.881 2.035 26.119 6.281 19 
0.69
2 
Source: Researcher own compilation  
 
The Ljung-Box test is based on the autocorrelation plot. However, instead of testing 
randomness at each distinct lag, it tests the "overall" randomness based on a number 
of lags. For this reason, it is often referred to as a "portmanteau" test. Table 4.31 
shows the model statistics and Ljung-Box Statistics, which shows that model is not 
significantly different from 0, with value of 6.28 for 19 DF and associated p-value of 
0.692, thus failing to reject the null hypothesis of no remaining significant AR in the 
residual of the model. Besides this the R-squared is .473 which is high and desirable 
at the same time RSMS is minimum. 
Model Diagnostic 
It is concerned with testing the goodness of fit of the model. Now the question is, Is 
the model adequate? From the graphs of residuals of ACF and PACF are drawn and 
shown in figure 4.22 and 4.23.  
 
 
 Figure 4.22: Residuals of ACF at Various Lags of FDI inflows in the 
telecommunication   
  
 
Figure 4.23: Residuals of PACF at Various Lags of FDI inflows in the 
telecommunication   
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From the above figures 4.22 and 4.23 it can be seen that all points are randomly 
distributed and there is irregular pattern, meaning that the model is adequate. The 
model is adequate in the sense that the graphs of residuals of ACF and PACF shows a 
random variation from the origin zero to the points above and below and all are 
uneven. Hence the model is adequate and now we can go for projection of FDI 
inflows in India. 
Forecast of FDI Inflows in the Telecommunication on the Basis of Selected and 
Tested Model  
The model selected above is used to predict the value of FDI inflows in the 
telecommunication India for 5 years (2015 to 2019) after the period of analysis. The 
forecasts are shown in table 4.32 
Table 4.33 Forecast of FDI Inflows in the Telecommunication Sector 
Year 
FDI Inflows in the in the Telecommunication 
Forecast UCL LCL 
2015 5930 7650 6443 
2016 6468 8906 7554 
2017 4988 9007 8665 
2018 5417 9204 6776 
2019 6048 9650 6023 
Source: Researcher own compilation  
 
The above table 4.32 shows the prediction s of FDI inflows in Indian service sector 
for the forthcoming five years. Beside this the upper and lower control limits are also 
shown. The forecast for FDI inflows in the telecommunication area shows the mixed 
trend for the projection period under consideration. 
C. Projection of FDI inflows in the Computer 
Construction of ACF and PACF Plots: The ACF and PACF plots are constructed 
in order to determine the ARIMA order. 
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ACF/PACF plots of FDI Inflows in the Computer   
 
 
 
Figure 4.24 ACF and PACF before log/lag of FDI inflows in the computer   
 
 
Figure 4.25 ACF and PACF after log/lag of FDI inflows in the computer 
 
On the basis of results of figures 4.24 and 4.25 and also by hit and trail the following 
orders to ARIMA model are selected: ARIMA (0,1,0); ARIMA (1,1,0); ARIMA 
(1,0,0); and ARIMA (1,1,1)  
Results for Different ARIMA Models 
In the view of above, various order of ARIMA are selected and timer series ARIMA 
model is run  by using SPSS and results obtained are shown in table 4.33 
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Table 4.34 Results for Different ARIMA Model S&H Sector 
 
(ARIMA 
0,1,0) 
(ARIMA 
1,1,0) 
ARIMA 
(1,0,0) 
ARIMA 
(1,1,1) 
R-Squared .981 .982 .983 .923 
RMSE 5.38 5.98 5.99 5.84 
MAPE 553.922 527.862 526.591 532.439 
MAE 3.079 3.063 3.048 3.853 
MaxAPE 6.718 6.215 1.881 6.488 
MaxMAE 1.787 1.745 2.035 1.884 
Normalized 
BIC 
45.177 45.208 45.119 
45.296 
Source: Researcher own compilation  
 
The above table 4.33 shows the value of R-Squared, RMSE, MAPE, MAE, MaxAPE, 
MaxMAE, and Normalized BIC. For the selection of appropriate model four 
criterions namely, Normalized Bayessian Information Criteria (BIC), the R-Square, 
Root Mean Square Error (RMSE) and the Mean Absolute Percentage error (MAPE) 
are used. The high value of R-Square and lower value of BIC, MAPE, RMSE are 
preferable. From the above table the set criteria is found in ARIMA (1,0,0), 
accordingly it is assumed as the best model and used to predict value of FDI inflows.  
Checking of Statistical Significance or Model Estimation 
This is concerned with the checking of statistical significance of the model selected 
above. For this the Ljung-Box Statistics are considered which is a diagnostic tool used 
to test the lack of fit of a time series model.  
Table 4.35 Model Statistics 
Model 
Model Fit statistics Ljung-Box Q(18) 
R-
squared 
RMS
E 
MAP
E 
MA
E 
MaxA
PE 
MaxA
E 
Normalized 
BIC 
Statisti
cs 
D
F 
Sig. 
FDI Inflows 
Computer 
0.983 5.84 
532.4
39 
3.85
3 
6.488 1.884 45.296 4.188 19 
0.78
2 
Source: Researcher own compilation  
 
The Ljung-Box test is based on the autocorrelation plot. However, instead of testing 
randomness at each distinct lag, it tests the "overall" randomness based on a number 
of lags. For this reason, it is often referred to as a "portmanteau" test. The above table 
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4.34 shows the model statistics and Ljung-Box Statistics, which shows that model is 
not significantly different from 0 with value of 4.188 for 17 DF and associated p-
value of 0.782, thus it fails to reject the null hypothesis of no significant AR remained 
in the residual of the model. Besides this, the R-squared is .683 which is high and 
desirable at the same time RSMS is minimum. 
Model Diagnostic 
It is concerned with testing the goodness of fit of the model. Now the question is, Is 
the model adequate? From the graphs of residuals of ACF and PACF are drawn and 
shown in figure 4.26 and 4.27. 
 
 Figure 4.26: Residuals of ACF at Various Lags of FDI inflows in the computer   
 
Figure 4.27: Residuals of PACF at Various Lags of FDI inflows in the computer   
From the above figures it can be seen that all points are randomly distributed and 
there is irregular pattern, meaning that the model is adequate. The model is adequate 
in the sense that the graphs of residuals of ACF and PACF shows a random variation 
from the origin zero to the points above and below and all are uneven. Hence the 
model is adequate and now we can go for projection of FDI inflows in India. 
Forecast of FDI Inflows in the Computer on the Basis of Selected and Tested 
Model  
The model selected above is used to predict the value of FDI inflows in India for 5 
years (2015 to 2019) after the period of analysis. The forecasts are shown in table 
4.35 
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Table 4.36 Forecast of FDI Inflows in the Computer S&H Sector  
Year 
FDI Inflows  
Forecast UCL LCL 
2015 2964 7654 6543 
2016 3656 8976 7654 
2017 2694 9087 8765 
2018 2831 9234 6876 
2019 3524 9654 6123 
Source: Researcher own compilation  
 
The above table 4.35 shows the predictions of FDI inflows in Indian service sector for 
the forthcoming five years. Besides this the upper and lower control limit are also 
shown. The forecast for FDI inflows in the computer area shows the mixed trend for 
the projection period under consideration. 
 
4.8 Part IV deals with the formulation and testing of hypothesis 
This part deals with the inter-comparative study of FDI in Indian service sector as the 
various components of service sector like, construction, telecommunication, computer 
are considered. Further the hypothesis formulated and tested is as: 
Hypothesis-4 
H0: There is no significant difference in the FDI inflows in the Indian service sector 
and other relevant sector viz. construction, telecommunication and computer software 
for the actual and projected period under consideration. 
H1: There is significant difference in the FDI inflows in the Indian service sector and 
other relevant sector viz. construction, telecommunication and computer software for 
the actual and projected period under consideration. 
The independent sample t-test is used to test the above formulated hypotheses and 
results with interpretation are shown in the forthcoming discussion  
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Table 4.37 Group Statistics 
FDI Inflows Mean Std. Deviation Std. Error mean 
Service Sector  5724.89 3635.218 833.976 
Construction Component 3380.00 2146.165 492.364 
Telecommunication Component 2661.42 2149.490 493.127 
Computer Component 1858.74 1180.300 270.779 
Source: Researcher own compilation  
 
The above table 4.36 shows that there is difference in the flow of FDI in the service 
sector and its component of construction, telecommunication and computer as the 
mean and standard deviation is varying between these two. Now the question arises Is 
this difference is significant or not? The answer is provided by the following table. 
Table 4.38 Results of Independent Sample T-test 
 
Levene's 
Test for 
Equality of 
Variances 
t-test for Equality of Means 
F Sig. t Df Sig. (2-tailed) 
Mean 
Difference 
Std. Error 
Difference 
95% Confidence 
Interval of the 
Difference 
Lower Upper 
Construction 
Equal 
variances 
assumed 
7.898 .008 2.421 36 .021 2344.895 968.472 380.742 4309.048 
Equal 
variances not 
assumed 
  2.421 29.189 .022 2344.895 968.472 364.702 4325.088 
Telecommunication 
Equal 
variances 
assumed 
8.524 .006 3.162 36 .003 3063.474 968.860 1098.534 5028.414 
Equal 
variances not 
assumed 
  3.162 29.216 .004 3063.474 968.860 1082.567 5044.380 
Computer 
Equal 
variances 
assumed 
26.189 .000 4.409 36 .000 3866.158 876.834 2087.856 5644.460 
Equal 
variances not 
assumed 
  4.409 21.753 .000 3866.158 876.834 2046.520 5685.796 
Source: Researcher own compilation  
 
The above table 4.37 shows the results of Levine’s test and independent sample t-test.  
In statistics, Levine test is an inferential statistics used to assess the equality of 
variance for a variability calculated of two or more groups/variables. Levene’s test is 
indicated by the p-value, that helps us to assume equal or unequal variances. If the p-
value is < 0.05 the evidence suggests that the variances are unequal. In the above table 
the Levine’s test for equal variance yield the p-value is .008, .006 and .000 which is 
less than 0.05 meaning that the variance is assumed to be unequal in all the three 
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cases viz. construction, telecommunication and computer. The p-value in case of 
unequal variance is .022, .004 and .000 which is less than .05. Hence the null 
hypothesis which states that there is no significant difference in the FDI inflows in the 
Indian service sector and its components viz. construction, telecommunication and 
computer (for the actual and projected period under consideration) is rejected. In other 
words, there is significant difference in the FDI inflows in the Indian service sector 
and its components viz. construction, telecommunication and computer (for the actual 
and projected period under consideration).  
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The previous chapter covers the detailed analysis and interpretation of service sector 
FDI inflows in India for the research period. This chapter deals with the finding and 
suggestions based on the outcome of analysis and interpretation of the research and 
also provide the limitation and direction for future research. In this chapter, an attempt 
has been made to summarize and conclude the research and to give the important 
suggestions in order to achieve the objectives of the study. 
 
5.1 FINDINGS OF THE STUDY 
The findings are based on detailed investigation of the research problem and the 
analysis of the data. The major findings of the Study are:  
 In 1991, the contribution of the service sector in GDP was 43.69 % and it has been 
raised to 59.57 % at the end of 2013-14. This increment in service sector has 
attracted foreign investors to invest in Indian service sector as a result of which 
the FDI in service sector has gone up. 
 Among the sectors, services sector received the highest percentage of FDI inflows 
in 2014. Other major sectors receiving the large inflows of FDI apart from 
services sector are Computer Software & Hardware, telecommunications, Housing 
& Real Estate and Construction activities etc. It is found that nearly 43 percent of 
FDI inflows are in high priority areas like services, transportations, 
telecommunications etc. 
 It is found that FDI inflows in the Indian service sector have significant impact on 
the foreign investment across other sector. It is also observed that FDI in service 
sector have both short – run and long – run effect on the economy.  
 Service sector has received increased NRI’s deposits and commercial borrowings 
in the previous two five year plans largely because of its rate of economic growth 
and stability in the political environment of the country. 
 An analysis of trends in FDI inflows in service sector shows that initially the 
inflows were low but there is a sharp rise in investment flows from 1999 onwards. 
 A comparative analysis of Service Sector FDI approvals and inflows reveals that 
there is a huge gap between the amount of FDI approved and its realization into 
actual disbursements. 
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 The service sector has played important role among all sectors and consist of 
highest share in the GDP during the study period under consideration. Further, 
service sector is followed by Industry, manufacturing and Agriculture. 
 The results of the study provided with the projected figures of the FDI inflows in 
the service sector and its components like, construction, telecommunication and 
computer. This projection can surely help the government in optimum allocation 
and utilization of the FDI inflows. 
  Although, the projection shows the increasing trend in the FDI Inflows in the 
Indian service sector, yet a look at its components viz., construction, 
telecommunication and computer gives an another insight i.e. increasing trend is 
projected in case of construction and mixed trend is projected in case of 
telecommunication and computer. This can be utilized by the government of India 
in policy formulation and implementation concerning FDI Inflows. 
 FDI is taken as dependent variable and Service sector as independent variable. 
The value of correlation shows the perfect positive relationship between the 
dependent and independent variable and 100 percent change in Indian service 
sector FDI inflows is caused by total FDI inflows in India. As the p-value in the 
regression is found to be 0.00 which is less than 0.05 at 5 per cent level of 
significance, it can be concluded that model is perfectly fit to predict the variable. 
Accordingly, the null hypothesis which states that there is no significant 
relationship of Indian service sector FDI inflows with total FDI inflows in India is 
rejected. In other words, significant relationship exists between the Indian service 
sector FDI inflows with total FDI. 
 A very high and positive correlation found between the dependent variable (FDIS) 
and independent variable (FER, WPI, EXR, INFL, AGGDP, TB, EX, GDP, 
TRO). The R value (.994) represents the multiple correlations between the 
dependent variable and independent variable which is found to be. The R square 
(.987) is also called as coefficient of multiple determination showed 98.7 per cent 
variations in the dependent variable (FDIS) is explained by independent variable 
(FER, WPI, EXR, INFL, AGGDP, TB, EX, GDP, TRO). Besides this, the p-value 
is .002 which is less than 0.05 hence our null hypothesis which states that there is 
no significant relationship of independent variables (GDP, AGGDP, EX, TB, TO, 
INFL, EXR, WPI and FER) with FDI Inflows in the Indian service sector is 
rejected. 
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 The results of ADF test at level provided that the null hypothesis is rejected in 
case of FDI in construction, FDI in telecommunication, AGGDP, EX and TO, 
meaning that these series are stationary at level, whereas for other series the 
differencing is required. ADF test at First difference provided that the null 
hypothesis is rejected in case of FDI in service sector, FDI in computer, GDP, 
WPI, and FER, meaning that these series are stationary at first differencing, 
whereas for other series second differencing is required. Further, after second 
differencing rest of the series are found to be stationary.  
 For the projection of FDI Inflows in the Indian Service sector, FDI Inflows in 
Construction, telecommunication and computer. The ACF and PACF plots are 
constructed. On the basis of results and also by hit and trail the following orders to 
ARIMA model are selected and analysis run by using SPSS: ARIMA (0,1,0); 
ARIMA (1,1,0); ARIMA (1,0,0) and ARIMA (1,1,1).  
 The high value of R-Square and lower value of BIC, MAPE, RMSE are preferable 
and the results provided that ARIMA (1,0,0), model is assumed as best model and 
used to predict value of FDI inflows in the Indian service sector. The model is 
adequate in the sense that the graphs of residuals of ACF and PACF shows a 
random variation from the origin zero to the points above and below and all are 
uneven. Hence the model is adequate and now we can go for projection of FDI 
inflows in the Indian service sector. Accordingly, the prediction of FDI inflows in 
Indian service sector for the forthcoming five years shows the mixed trend for the 
projection period under consideration. 
 Further for the projection of FDI inflows in the various components of service 
sector viz. construction, telecommunication and computer, the process mentioned 
in the above two points is repeated. On the basis of selection criteria of the model 
the high value of R-Square and lower value of BIC, MAPE, RMSE are preferable 
and the same is found in ARIMA (1,0,0) in all the respective components of 
service sector viz construction, telecommunication and computer. Hence, it is 
assumed as best model used to predict value of FDI inflows in construction, 
telecommunication and computer component of the service sector. The model is 
also adequate in the sense that the graphs of residuals of ACF and PACF shows a 
random variation from the origin zero to the points above and below and all are 
uneven. Accordingly, the projected values provided that there is increasing trend 
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in the construction component, whereas, mixed trend is found in 
telecommunication and computer component of the service sector. 
 In the inter-comparative study of FDI in Indian service sector, various components 
of it like, construction, telecommunication, and computer are considered. Further 
the hypothesis formulated and tested with the help of independent sample t-test. In 
this the value of Levene’s test indicated by the p-value, helps us to assume equal 
or unequal variances. If the of p-value is < 0.05 the evidence suggests that the 
variances are unequal. Here the value of Levine’s test for equal variance yield the 
p-value is .008, .006 and .000 which is less than 0.05 meaning that the variance 
are assumed to be unequal in all the three cases viz. construction, 
telecommunication and computer.  
 Further, the p-value in case of unequal variance is .022, .004 and .000 which is 
less than .05. Hence the null hypothesis which states that there is no significant 
difference in the FDI inflows in the Indian service sector and its components viz. 
construction, telecommunication and computer (for the actual and projected 
period under consideration) is rejected. In other words, there is significant 
difference in the FDI inflows in the Indian service sector and its components viz. 
construction, telecommunication and computer (for the actual and projected 
period under consideration).  
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Summary of Hypotheses Testing 
S.No. Hypotheses 
Research Technique 
Inferences 
P value Result 
1 
 
H0: There is no significant impact of Service, 
Agriculture, Industry and Manufacturing sector on 
the growth of Indian Economy. 
H1: There is a significant impact of Service, 
Agriculture, Industry and Manufacturing sector on 
the growth of Indian Economy. 
Multiple Regression 
AGR: 0.00 Significant 
IND: 0.027 Significant 
SER: 0.00 Significant 
MANU: 0.11 Insignificant 
2 
 
H0: There is no significant impact of Foreign 
Direct Investment in service sector on total FDI 
inflows in India.  Simple Linear 
Regression 
 
SFDI : 0.000 
 
 
 
Significant H1: There is a significant impact of Foreign Direct 
Investment in service sector on total FDI inflows in 
India 
3 
 
H0: There is no significant relationship of 
independent variables (GDP, AGGDP, EX, TB, TO, 
INFL, EXR, WPI and FER) with FDI Inflows in the 
Indian service sector. 
 
H1: There is a significant relationship of 
independent variables (GDP, AGGDP, EX, TB, TO, 
INFL, EXR, WPI and FER) with FDI Inflows in the 
Indian service sector. 
 
Multiple Regression 
GDP: 0.049 Significant 
AGGDP: 0.897 Insignificant 
EX: 0.039 Significant 
TB: 0.007 Significant 
TO: 0.167 Insignificant 
INFL: 0.034 Significant 
EXE: 0.005 Significant 
WPI: 0.29 Significant 
FER: 0.020 Significant 
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S.No. Hypotheses 
Research Technique 
Inferences 
P value Result 
4 
 
H0: There is no significant difference in the FDI 
inflows in the Indian service sector and other 
relevant sector viz. construction, 
telecommunication and computer software for the 
actual and projected period under consideration. 
 
H1: There is significant difference in the FDI 
inflows in the Indian service sector and other 
relevant sector viz. construction, 
telecommunication and computer software for the 
actual and projected period under consideration. 
ARIMA & 
Independent Sample t-
test 
CONS: 0.022 Significant 
TELE: 0.004 Significant 
COMP: 0.000 Significant 
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5.2 SUGGESTIONS 
It is found that service sector FDI as a strategic component of investment which is 
needed by India for its sustained economic growth and development. Service sector 
FDI is necessary for creation of jobs, expansion of existing export and other service 
industries and development of the new one. Indeed, it is also needed in the healthcare, 
education, R&D, infrastructure, retailing and in long term financial projects. So study 
recommends the following suggestions: 
 The fast increasing competition due LPG has provided with the growth of the host 
country only, which can be ensured by capital formation either with the help of 
domestic capital or with foreign capital. Accordingly, for the Indian economic 
growth more capital in the form of FDI in the service sector is required. 
 The benefit of FDI is perhaps the key source that can mitigate any developing 
nation requirements which includes: creation of jobs, transformation of local 
economy into an export led zero capital cost, brings expertise, more exports which 
will ensure free access to Global market. Accordingly, the study urges the policy 
makers to focus more on attracting diverse types of FDI in the Indian service 
sector. 
 The policy makers should design policies where foreign investment can be 
utilized as means of enhancing domestic production, saving and exports; as 
medium of technological learning and technology diffusion and also in providing 
access to the external market. 
 It is suggested that Government has considered a two-rate structure for the goods 
and service tax(GST), under which key services will be taxed at a lower rate 
compared to the standard rate, which will help to increase in the growth of the 
service sector. 
 It is recommended that, the Government has to enhance the basic rural 
infrastructural facility which will increase the operation area of service sector in 
villages that are still unconnected. 
 It is suggested that the tax structure should be designed in such way which 
provides tax benefits for transactions made electronically through credit/debit 
cards, mobile wallets, net banking and other means, which will broaden the scope 
of financial system and area of service sector. 
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 It is suggested that Reserve Bank of India (RBI) should allow more white label 
automated teller machines (ATM) to accept international prepaid cards, and also 
allow white label ATMs to tie up with all commercial bank which can enhance the 
scope of financial service which may attract more FDI. 
 It is suggested that government should push for the speedy improvement of 
infrastructure sector’s requirements which are important for diversification of 
business activities. The government should provide additional incentives to 
foreign investors in states where the level of FDI inflows is quite low.  
 The government  should formulate policies so that share of industry, agriculture 
and manufacturing in GDP of the nation can be increased at par with the share of 
the service sector in the GDP formation. 
 Government must target at attracting specific types of FDI that are able to 
generate spillover effects in the overall economy. This could be achieved by 
investing in hum capital, R&D activities, environmental issue, infrastructure and 
sector with high income elasticity of demand. 
 Finally it is suggested that the policy makers should ensure optimum utilization of 
funds and timely implementation of projects. 
 The study provided that there is significant relationship between the total FDI 
inflows and FDI Inflows in the Indian service sector. Therefore the government 
should allow more attention on the total FDI inflows and the same will bring FDI 
Inflows in the Indian service sector.  
 
5.3 SCOPE FOR FURTHER RESEARCH 
Further research may be carried out to cover the following areas: 
• Perception of domestic and non-domestic investors’ concerning various variables 
and their relationship with FDI inflow in the Indian service sector can be studied.  
• A comprehensive econometric analysis of FDI in India along with other 
developed, developing and under developing nations can be undertaken.  
• The study could be extended to the various other sectors, which is not covered by 
the researcher like automobile industry, power sector, computer software & 
hardware, defense etc. 
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• This research is based on the inter comparative study of FDI in Indian service 
sector however a research can be conducted on intra comparative study of service 
sector where within service sector component can be taken into consideration. 
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APPENDICES 
Appendix - I Services Sectors included in the National Industrial Classification 
2008 
 Wholesale and retail trade; repair 
of motor vehicles and 
motorcycles 
  Transportation and storage 
  Accommodation and food service 
activities 
  Information and communication 
  Financial and insurance activities 
  Real estate activities 
  Professional, scientific and 
technical activities 
  Administrative and support 
service activities 
 
 Public administration and 
defence; compulsory social 
security 
  Education 
  Human health and social work 
activities 
  Arts, entertainment and 
recreation 
  Other service activities 
  Activities of households as 
employers; undifferentiated 
goods and services producing 
activities of households for own 
use 
  Activities of extraterritorial 
organisations and bodies 
 
Source: National Industrial Classification, Central Statistical Organisation, Ministry 
of Statistics and Programme Implementation (MOSPI), Government of India, 2008 
http://mospi.nic.in/Mospi_New/upload/nic_2008_17apr09.pdf 
 
 
  
 ii
Appendix - II Country Wise FDI Inflows from 1991 to 2014 
(Figures are in US Million $) 
Year India USA China UK Japan Hong Kong Singapore 
1991 75.0 22 799.0 4 366.3 14 846.2 1284.269 1 020.9 4 887.1 
1992 252.0 19 222.0 11 007.5 15 472.8 2755.604 3 887.5 2 204.3 
1993 532.0 50 663.0 27 515.0 14 804.5 210.4354 6 929.6 4 686.3 
1994 974.0 45 095.0 33 766.5 9 252.8 888.3845 7 827.9 8 550.2 
1995 2 151.0 58 772.0 37 520.5 19 969.4 41.46307 6 213.4 11 942.8 
1996 2 525.0 84 455.0 41 725.5 24 435.3 228.0835 10 460.2 11 432.4 
1997 3 619.0 103 398.0 45 257.0 33 226.6 3224.618 11 368.1 15 701.7 
1998 2 633.0 174 434.0 45 462.8 74 321.3 3192.576 13 939.4 5 958.7 
1999 2 168.0 283 376.0 40 318.7 87 978.9 12741.34 25 355.3 18 853.0 
2000 3 588.0 314 007.0 40 714.8 121 897.7 8322.739 54 581.9 15 515.3 
2001 5 477.6 159 461.0 46 877.6 36 934.9 6241.596 29 060.7 17 006.9 
2002 5 629.7 74 457.0 52 742.9 21 138.4 9239.348 3 662.2 6 157.2 
2003 4 321.1 53 146.0 53 504.7 17 032.6 6323.978 17 830.8 17 051.5 
2004 5 777.8 135 826.0 60 630.0 61 679.3 7815.418 29 153.8 24 390.3 
2005 7 621.8 104 773.0 72 406.0 183 822.5 2775.758 34 057.8 18 090.3 
2006 20 327.8 237 136.0 72 715.0 148 739.5 -6505.84 41 810.6 36 924.0 
2007 25 349.9 215 952.0 83 521.0 181 660.8 22548.85 58 403.5 47 733.3 
2008 47 102.4 306 366.0 108 312.0 93 364.3 24425.12 58 315.4 12 200.7 
2009 35 633.9 143 604.0 95 000.0 90 590.9 11938.34 55 535.2 23 821.3 
2010 27 417.1 198 049.0 114 734.0 58 954.3 -1251.81 70 540.7 55 075.8 
2011 36 190.5 229 862.0 123 985.0 41 803.1 -1758.33 96 580.8 48 001.7 
2012 24 195.8 169 680.0 121 080.0 59 374.7 1731.532 70 179.8 56 659.2 
2013 28 199.4 230 768.0 123 911.0 47 675.3 2303.717 74 294.2 64 793.2 
2014 34 416.8 92 397.0 128 500.0 72 241.0 2089.764 103 254.2 67 523.0 
Source- Various UNCTAD Report 
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Appendix- III Cumulative FDI Inflows in different sectors 
(Figures are in US$ Million) 
Sector 
FDI  Total FDI (Equity 
Inflow) 
Share in 
(%) 
Cumulative April 2000- March 2014 
Service Sector 39460 217581 18.14 
Construction Development 23306 217581 10.71 
Telecommunication  14163 217581 6.51 
Computer Software & 
Hardware 
12817 217581 5.89 
Drugs & Pharmaceuticals 11598 217581 5.33 
Automobile Industry 9812 217581 4.51 
Chemical 9668 217581 4.44 
Power 8900 217581 4.09 
Metturgical Industries 8075 217581 3.71 
Hotels & Tourism 7118 217581 3.27 
Source- Various FDI Statistics of DIPP. 
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Appendix - IV FDI Inflows in various sectors from 2000-01 to 2013-14 
(Figures are in US$ Million) 
Year FDI Service  Construction Telecommun
ication 
Computer  D&P Auto Chemical Power Metturgical 
Industries 
Hotels & 
Tourism 
2000-01 4029 731 432 262 237 215 182 179 165 149 132 
2001-02 6130 1112 657 399 361 327 276 272 251 227 200 
2002-03 5035 913 539 328 297 268 227 224 206 187 165 
2003-04 4322 784 463 281 255 230 195 192 177 160 141 
2004-05 6051 1098 648 394 356 323 273 269 247 224 198 
2005-06 8961 1626 960 583 528 478 404 398 367 332 293 
2006-07 22826 4141 2445 1486 1344 1217 1029 1013 934 847 746 
2007-08 34843 6321 3732 2268 2052 1857 1571 1547 1425 1293 1139 
2008-09 41873 7596 4485 2726 2466 2232 1888 1859 1713 1553 1369 
2009-10 37745 6847 4042 2457 2223 2012 1702 1676 1544 1400 1234 
2010-11 46556 8445 4986 3031 2742 2481 2100 2067 1904 1727 1522 
2011-12 34298 6222 3673 2233 2020 1828 1547 1523 1403 1272 1122 
2012-13 36046 6539 3861 2347 2123 1921 1626 1600 1474 1337 1179 
2013-14 44877 8141 4806 2921 2643 2392 2024 1993 1835 1665 1467 
Source- Various FDI Statistics of DIPP. 
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Appendix - V Data for various determinants 
Year 
FDIS GDP AGGDP EX TB TO INFL EXR WPI FER 
INR Crore INR Crore % INR Crore INR Crore 
 
% % % INR Crore 
2000-01 19456.04 2348481 7.7 203571 -27302 0.18 4 47.18 7.2 197204 
2001-02 29601.77 2474962 8.7 209018 -36182 0.18 3.7 48.59 3.6 264036 
2002-03 24314.02 2570935 7.8 255137 -42069 0.21 4.4 46.58 3.4 361470 
2003-04 20870.94 2775749 12 293367 -65741 0.24 3.8 45.61 5.5 490129 
2004-05 29220.28 2971464 13.2 375340 -125725 0.29 3.8 44.10 6.5 619116 
2005-06 43272.67 3253073 14.1 456418 -203991 0.34 4.2 45.30 4.4 676387 
2006-07 110226.75 3564364 16.6 571779 -268727 0.40 6.1 41.34 6.6 868222 
2007-08 168256.85 3896636 15.9 655864 -356448 0.43 6.4 43.54 4.7 1237965 
2008-09 202204.72 4158676 15.7 840755 -533681 0.53 9.8 48.40 8.1 1283865 
2009-10 182270.61 4516071 15.2 845534 -518202 0.49 4.8 45.72 3.8 1259665 
2010-11 224818.92 4918533 18.7 1142922 -540545 0.57 5.1 46.67 9.6 1361013 
2011-12 165625.04 5247530 15.8 1465959 -879504 0.73 8.9 53.43 8.9 1506130 
2012-13 174066.13 5482111 11.9 1634319 -1034843 0.79 9.3 58.59 7.4 1588420 
2013-14 216711.03 5741791 11.5 1894182 -820000 0.80 10.9 61.02 6 1828380 
Source- Various Planning Commission Report, RBI Factsheets 
 

